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This report presents the results of our audit of the Fiscal Year 1996 HOPE VI Grant Award Process. 
Housing Authorities submitted grant applications in response to the Fiscal Year 1996 Notice of Funding
Availability for the HOPE VI Program.  We identified several concerns with the processing of these
applications in our report on our audit of the Department's Fiscal Year 1996 Financial Statements and are
separately providing the details of our concerns to you through this report.

The purpose of the audit was to determine whether the Department awarded Fiscal Year 1996 HOPE VI
Program funds in accordance with the Appropriations Act and complied with the provisions of the HUD
Reform Act of 1989.  Our objectives were to determine whether the Office of Public Housing Investment
implemented an effective system of internal control over application receipt, rating, ranking and funding to
assure the competitive selection of housing authority applicants in accordance with the Notice of Funding
Availability eligibility requirements.  The field work was conducted from December 1, 1996 to June 30,
1997.

We appreciate the cooperation and assistance provided by the staff of the Office of Public Housing
Investment.  This report provides several recommendations for your consideration.  In accordance with HUD
Handbook 2000.6 REV-2, within 60 days please submit to me, for each recommendation, a status report on: 
(1) the corrective action taken; (2) the proposed corrective action and target completion dates; or (3) why
action is considered unnecessary.  An additional status report is required on any recommendation without a
management decision after 110 days.  Also, please furnish us copies of any correspondence or directives
issued in response to the audit.
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Executive Summary

HUD awarded $381 million of Fiscal Year 1996 HOPE VI funds to 37 ineligible applicants (Appendix D). 
The applicants were ineligible because they did not demonstrate compliance with the eligibility requirements,
as specified in the HOPE VI Notice of Funding Availability (NOFA).  HUD determined eligibility for the 37
applicants by either revising the criteria for determining eligibility after the deadline date for submission of
the applications, not properly considering NOFA eligibility requirements, or enhancing applications by
considering information not provided by applicants.  We concluded that HUD's funding of applicants that did
not demonstrate compliance with the NOFA requirements, did not comply with Section 102 of the HUD
Reform Act.  The Department had the opportunity to avoid the HUD Reform Act compliance issue by
publishing a revision to the NOFA and extending the date for applicants to submit revised applications.  We
attribute HUD's decision not to publish a revised NOFA to their intention to award the HOPE VI  funds by
September 30, 1996.  The Department's decision to award the HOPE VI funds by September 30, 1996 was
not necessitated by the need to obligate these funds by fiscal year end.  The Appropriations Act specified that
the HOPE VI funds were to remain available until expended. The Acting Assistant Secretary for Public and
Indian Housing advised us that he made the decision to award the funds by fiscal year end because of past
criticisms of HUD not awarding funds in a timely manner .  He also wanted to take into consideration the
needs of the housing authorities to timely carry out the activities provided for in the grant agreements.

As a result of HUD’s process of awarding HOPE VI Program funds to ineligible applicants, the Department
assumed increased risks of:

• applicants’ planned activities primarily benefiting local organizational priorities, in a
subordinate manner the national goals;

• funding to Empowerment Zone-Enterprise Community applicants for planned activities not
being supported and coordinated with the awards to HOPE VI applicants;

• viable housing units being scheduled for premature demolition;

• needs of residents at the targeted development and in the neighborhood surrounding the
targeted development not being properly addressed by the applicants;

• applicants meeting the HOPE VI NOFA’s eligibility requirements not being funded;

• the most severely distressed hosing units not being funded through this competition;

• program implementation being delayed due to lawsuits initiated by residents and community
members over the lack of consultation on planned activities; and

• revitalization activities being diluted by spending HOPE VI funds to produce modest
revitalization efforts at as many sites as possible, instead of concentrating efforts at a few
sites to obtain a more significant revitalization.
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Recommendations

We recommend that the Department rescind the demolition and revitalization grant awarded to the Baltimore
City Housing Authority.  We also recommend that grant agreements with the other Public Housing Agencies
(PHA) not meeting eligibility criteria be conditioned on the PHAs completing specific activities, as required,
to demonstrate compliance with NOFA eligibility requirements.  We further recommend that HUD's grant
agreement with the Chicago Housing Authority be conditioned on the housing authority demonstrating that its
planned activities would fulfill HUD's obligations under the Gautreaux Consent Decree and that the housing
authority has complied with the statutory mandated requirements.   In our opinion, these actions are necessary
to protect HUD's interest and better achieve the goals of the HOPE VI Program in accordance with the
Appropriations Act. With regard to the competitive funding process, we recommend the Department consider
changing the method for soliciting and processing applications.  The applicants and HUD need more time to
prepare and review the applications.  The primary benefit from a prolonged planning period should be that
applicants can initiate the implementation sooner.  We also recommend some modifications to the forms and
schedules used by applicants in preparing their applications to promote a better competition.

In our Draft report, we recommended that the Department rescind the demolition and revitalization grant
awarded to the New York City Housing Authority.  We have dropped this recommendation because of 
language inserted in the CONFERENCE REPORT ON H.R. 2158, DEPARTMENTS OF VETERANS
AFFAIRS AND HOUSING AND URBAN DEVELOPMENT, AND INDEPENDENT AGENCIES
APPROPRIATIONS ACT, 1998.  Specifically, Sec. 212, entitled HOPE VI NOFA, provides: “Not
withstanding any other provision of law, including the July 22, 1996 Notice of Funding Availability (61 Fed.
Reg. 38024), the demolition of units at developments funded under the Notice of Funding Availability shall
be at the option of the New York City Housing Authority and the assistance awarded shall be allocated by the
public housing agency among other eligible activities under the HOPE VI program and without the
development costs limits of the Notice, provided that the public housing agency shall not exceed the total cost
limitations for the public housing agency, as provided by the Department of Housing and Urban
Development.”

Agency Comments And Our Evaluation

We provided the draft report to the Office of Public Housing Investment (OPHI) on August 7, 1997.   At the
request of OPHI, we extended the comment period to October 3, 1997.  We received written comments on
October 6, 1997.  OPHI provided additional written comments on October 9, 1997 after meeting to discuss
the report.  OPHI did not agree with all of the findings and recommendations of our report.  OPHI disagreed
with the audit opinion on the eligibility of applicants to participate in the HOPE VI Program.  OPHI stated
that the HOPE VI NOFA was very complex and despite infinite care, always raises points of ambiguity which
are not apparent until scoring.  There is also, given the complexity of the applications and the carefulness or
capabilities of many PHAs, always the inevitability of errors by applicants.  It was OPHI's opinion that it was
not only permissible, but right, for HUD to interpret NOFA requirements and applicant submissions so as to
get to ultimate merits, not to throw out as many applications as possible on technicalities.  OPHI stated
further that OPHI is committed to HUD's overriding objective to be a customer-oriented agency, choosing to
be helpful within the realm of HUD's rules, rather than being bureaucratic and rigid.  We considered OPHI’s
comments in preparing our final report.  OPHI’s comments and our reply are provided in Appendix M.

Notwithstanding OPHI’s disagreement with some of our findings and recommendations, they indicated in
their response that, for projects with units scheduled for revitalization, if the final revitalization plan, budget,
and/or other documents are not in compliance with the NOFA, the project will not be funded.  Moreover,
OPHI advised they are contacting all PHAs where we raised concerns about community and resident input to
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secure further documentation and/or require that additional meetings be held.  Finally, OPHI involved both
OIG and HUD’s Office of General Counsel during the course of the Fiscal Year 1997 HOPE VI competition
to apprise of issues that might be of concern and help ensure compliance with the NOFA and the HUD
Reform Act.  OPHI presented a list of “lessons learned” from the Fiscal Year 1996 process that were applied
in Fiscal Year 1997. (See Apendix M, page 102)
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Introduction

Background

The Omnibus Consolidated Rescissions and Appropriations Act of 1996 (Public Law 104-134) was
approved on April 26, 1996.  The Act appropriated $480 million for the HOPE VI Program to remain
available until expended for the purpose of enabling: the demolition of obsolete public housing projects or
portions thereof; the revitalization, where appropriate, of sites including remaining public housing units on
which such projects are located; replacement housing which will avoid or lessen concentrations of very low-
income families; and tenant-based assistance in accordance with Section 8 of the United States Housing Act
of 1937.  The Appropriations Act made significant changes to the Urban Revitalization Program by
expanding eligibility to all public housing agencies and specifying certain selection criteria.

Requirements for Submitting the Application

HUD published the HOPE VI NOFA in the Federal Register on July 22, 1996.  The NOFA stated that HUD
was to disqualify and return to the applicant any application that it received after 4 p.m. eastern time on
September 10, 1996.  The NOFA requirement stated that the original application may be hand-delivered or
mailed, but HUD will not accept facsimile, collect on delivery, or postage due applications.  PHAs that own
or operate public housing units were eligible to apply.  Indian Housing Authorities were not included as
eligible entities for the program in the 1996 Appropriations Act and were therefore not eligible to apply for
funding.

Application Review Procedures

OPHI’s Fiscal Year 1996 HOPE VI review procedures dated August 29, 1996 contained the internal control
methods and means to be used in reviewing the applications.  HUD established a preliminary review panel, a
final review panel, a system administrator, and a policy group to: determine applicant eligibility, conduct
callbacks to obtain missing information, rate and rank applications, and award funds to applicants.  The
preliminary panel was responsible for determining applicant eligibility, preparing the callback script to
provide an applicant the opportunity to supply the information missing from required exhibits, and
determining a preliminary score for the application.  The system administrator was responsible for
supervising application receipt, tracking the application through the review process, monitoring callbacks,
and running status reports.  The policy group considered the questions from the preliminary panel about
issues encountered during the review of the applications and provided technical assistance in resolving these
issues.  The final panel was responsible for reviewing the highest rated applications by the preliminary panel,
reviewing the applications recommended for rejection by the preliminary panel, and determining the amount
of the award.

The preliminary review panel screened the applications to determine whether a curable or noncurable
technical defect existed.  If the preliminary review panel determined that the applicant’s documentation did
not demonstrate compliance with a NOFA eligibility requirements, and the NOFA defined the defective
documentation as a noncurable technical defect, the NOFA specified that the application was to be rejected
immediately.  Conversely, if the NOFA defined the defect in the documentation as curable, the preliminary
review panel initiated the callback procedure to give the applicant the opportunity to provide the missing
information.  When a callback was initiated, the applicant had 14 calendar days to correct the technical defect
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in the documentation.  However, if the applicant was unable to correct the technical defect within the 14
calendar days the NOFA specified that the application was to be rejected.

As a condition for eligibility, the HOPE VI NOFA required that each PHA applicant must demolish at least
one obsolete building at the targeted development.  Applicants were instructed to attach a
demolition/disposition application in accordance with procedures prescribed in 24 CFR 970, as Exhibit N of
the HOPE VI application.  HUD's NOFA defined obsolete units as those that (1) because of physical
condition, location, or other factors, are unusable for housing purposes, and (2) no reasonable program of
physical modification is feasible to return the units to useful life.  The NOFA specified that a defect in the
applicant’s documentation relating to this requirement was a noncurable technical defect and the application
was to be immediately rejected.

Another eligibility requirement was established to ensure that only the most distressed housing units were
selected to participate in the HOPE VI Program.  The HUD NOFA eligibility requirement stated that if the
average per unit hard costs of rehabilitation of the housing remaining after partial demolition is below 62.5
percent of HUD's published Total Development Cost (TDC) limit, the development is not eligible for this
program.  The NOFA specified that the applicant had 14 calendar days to correct this type of technical defect
or, after the 14 days, the application was to be rejected.

To determine the amount of support the planned revitalization activities had from residents at the targeted
development and from families and entities in the surrounding neighborhood, a NOFA eligibility requirement
stated that the applicant must notify residents and community members of the proposed activities at a public
meeting.  In Exhibit I of the application, the NOFA instructed the applicants to submit: a copy of the notice
announcing the public meeting, an explanation of how the notice was distributed, and a copy of the sign-in
sheet.  An application must contain such evidence that a public meeting took place in order to be selected for
participation.  If the documentation was missing, this was designated in the NOFA as a technical defect and
the applicant had to be afforded the opportunity to provide the missing information.  However, if the
documentation could not be provided because the public meetings were not conducted then the application
was to be rejected.

The NOFA eligibility requirement for any applicant proposing new construction stated that the applicant
must demonstrate that the cost of new construction in the neighborhood where the PHA determines the
housing is needed is less than the cost of acquisition or acquisition and rehabilitation in such neighborhood.
The NOFA also required the applicant to provide a certification that the applicant will accept acquisition or
acquisition with rehabilitation, if HUD determines the applicant cost comparison does not support approval
of new construction.  If an applicant’s revitalization plan provided for new construction only, HUD was to
reject the application.  The NOFA defined the lack of the required certification as a curable technical defect.

The preliminary review team reviewed the applications to determine compliance with the NOFA eligibility
requirements for certification on: the Consolidated Plan being consistent with the HOPE VI plan, a drug free
workplace; and anti-lobbying.  The NOFA defined all of these certifications as curable technical defects. 
Consequently, the applicants were to be afforded the opportunity to correct the defect within 14 calendar days
or the application was to be rejected.

Application Evaluation Factors

HUD's NOFA described the factors and points for each factor to be used in evaluating the applications. 
Applicants with both demolition and revitalization activities had more evaluation factors than applicants with
demolition only activities.  The HUD final review panel awarded 20 grants to applicants with both
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revitalization and demolition activities and 24 grants to applicants proposing just demolition activities.  The
applicants as a group were the least responsive to the evaluation factor for coordinating their revitalization
activities with the existing Empowerment Zone-Enterprise Community  projects’ strategic plans and resolving
existing litigation.  Appendix E summarizes the results of scoring awarded applications for applicants as a
whole by the HUD final review panel.

Funding of Applicants

HUD divided PHAs into categories based on the number of low-income units owned and operated, and the
type of planned activity proposed.  HUD's NOFA stated that the Department will allocate the $480 million
appropriated for the HOPE VI Program to the four most highly rated applications from each of Categories A,
B, and C and will select the most highly rated applications in Category D up to available funding.  HUD also
set-aside $40 million to resolve a consent decree in Chicago and $3,216,000 for technical assistance as
required by the Appropriations Act.  Appendix F summarizes the  NOFA funding allocation procedure.

HUD received 138 applications (Appendix A lists all the PHAs submitting applications by Category and
Appendix B summarizes the number of applications submitted by Category) and awarded grants to 44 PHAs
(Appendix C lists the PHAs awarded HOPE VI grants).  HUD awarded $43,579,736 more than initially
allocated for funding categories A, B, and the noncompetitive litigation category.  To fund these categories at
this level the Department used $20 million not initially allocated and reduced the funding allocation to
categories C and D by $20,266,666 and $3,313,070, respectively.

Audit Objectives, Scope, and Methodology

Our objectives were to determine if the Department awarded Fiscal Year 1996 HOPE VI Program funds in
accordance with the Appropriations Act and complied with the provisions of the HUD Reform Act of 1989,
and if OPHI implemented an effective system of internal control over application receipt, rating, ranking and
funding to ensure the competitive selection of housing authority applicants in accordance with the NOFA
eligibility requirements.

To test HUD's implementation of their system of internal control over selected aspects of application
processing, all 138 applications (Appendix A and B) submitted by applicants were examined.  To test HUD's
selection of eligible applicants for funding, all 44 applicants (Appendix C) awarded funds were evaluated. 
Further, 18 rejected applicants were selected to test for consistency in processing.  We selected 11 of the 18
rejected applicants because the preliminary review panel had scored their applications at a level to be
considered for funded and the final review panel reduced the scores to a level below the funding point.  The
remaining seven rejected applicants selected for the test are some of the highest rated applications that were
not funded.  HUD established a noncompetitive award procedure for the Chicago Housing Authority to fulfill
its obligation under a court ordered consent decree and HUD's processing of these two applications were
included in the test.

Our audit generally covered the period July 22, 1996 through September 30, 1996.  We performed our field
work from December 1, 1996 through June 30, 1997. The audit was conducted in accordance with 
Government Auditing Standards.
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Funds Were Awarded to Applicants not
Meeting Obsolescence Requirements

HUD's HOPE VI NOFA specified two criteria for determining building obsolescence and required that each
applicant demolish at least one obsolete building at a targeted development as a condition for eligibility. 
Initially, HUD screened each application to determine if the applicant demonstrated compliance with the
eligibility requirements specified in the NOFA.  After the first day of screening had elapsed, the HUD review
team determined that only a very few applicants demonstrated compliance with both the criterion for
determining building obsolescence.  HUD's Policy Committee revised the screening procedure so that
applicants had to comply with only one of the two criterion stated in the NOFA to be eligible to participate. 
Under the revised screening guidelines, HUD accepted 31 applicants to participate in the competition and
eventually funded these applicants for about $269 million even though these applicants were ineligible for
funding because they did not demonstrate compliance with both of the building obsolescence criterion as
specified in the NOFA.  Consequently, HUD authorized the demolition of 5,391 viable housing units and
authorized demolition of an additional 5,437 units without determining that these units were actually
obsolete, as specified by the NOFA.

NOFA Eligibility Requirement for
Applicants Demolishing Obsolete Units

HUD's NOFA required in paragraph II.C. that an applicant must demolish at least one obsolete building at
the targeted development. The NOFA stated that an obsolete building is one that because of its physical
condition, location, or other factors, make it unusable for housing purposes (hereinafter referred to as
obsolescence indicators) and no reasonable program of substantial physical modifications is feasible to
return the units to useful life (hereinafter referred to as the financial feasibility test).

The Appropriation Act stated that eligible expenditures hereunder shall be those expenditures eligible under
Section 8 and Section 14 of the Housing Act of 1937, as amended (hereafter referred to the 1937 Act). 
Section 14 of the 1937 Act requires the HUD Secretary to prescribe a standard for when a building cannot be
modernized at a reasonable cost and needs to be demolished.  HUD's Comprehensive Grant Program
Handbook 7485.3, Chapter 6-8 provides that when modernization costs exceed 90 percent of the TDC limit,
a development may not be able to be effectively modernized at a reasonable cost.  When the cost to
modernize a unit exceeds 90 percent of the TDC limit,  the public housing agency, after consultation with
HUD, can submit an application for demolition of the development.

The 1937 Act, in Section 18, titled Demolition and Disposition of Public Housing, and HUD regulations
contain the same language as the HOPE VI NOFA.  However HUD's regulation also added that the
Department generally shall not consider a program of modifications to be reasonable if the costs of such
program exceed 90 percent of the total development costs.

Documentation Submitted by Applicants
to Demonstrate Building Obsolescence

All 44 applicants awarded funds submitted adequate documentation to demonstrate that the buildings
scheduled for demolition complied with at least one of the obsolescence indicators in the NOFA.  Most of
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these applicants used the NOFA's obsolescence indicator concerning the physical condition of their buildings
as the basis for complying with the NOFA requirement.  For example, Memphis cited the serious soil erosion
occurring around some buildings and sidewalks, San Francisco cited defective mechanical systems at one
building due to a fire, and New Haven discussed the design problems at their entire targeted development. 
Location was used as further evidence to demonstrate compliance with the obsolescence indicator by a few
PHAs.  For example, Baltimore explained that their building was in the middle of a planned industrial park
and East Saint Louis noted that their development was in a flood plain.

Defect in Applicant Documentation

Of the 44 applicants awarded funds, 31 applicants did not meet the financing feasibility test.  Fifteen of the
31 applicants applied the NOFA financing test and determined that the ratio of rehabilitation cost to the TDC
limit was less than 90 percent.  Under these circumstances, the cost of rehabilitation is considered reasonable
and the building is not obsolete.  These 15 PHAs' financing tests produced ratios ranging from a minimum of
29 percent to a maximum of 87 percent.  The other 16 applicants did not provide the required cost data to
determine the ratio of modernization cost to the TDC limit.  Consequently, 31 PHAs' applications did not
demonstrate that the buildings scheduled for demolition were obsolete in accordance with the eligibility
requirements, as specified in the NOFA.  Appendix G contains a listing of each of the 44 PHAs awarded
funds and the results of the financial feasibility test.  Appendix G also provides a summary table of the
financial feasibility test results.

HUD Processing Procedure

HUD's screening procedures directed that the staff screen the applications to determine eligibility before
rating and ranking the applications.  The initial screening guidelines (Appendix L) instructed reviewers  that
in order for a PHA to qualify a building as obsolete, the targeted public housing must meet at least one of the
factors concerning structural deficiencies, location, and other obsolescence indicators and the cost of
rehabilitation must exceed 90 percent of total development cost.

The NOFA specifies that the obsolete building requirement is a noncurable defect and, as such, HUD
reviewers are not permitted to contact the PHA and ask for any additional information to correct the defect. 
Such applications were ineligible and should have been rejected from the competition.

Processing the Applications

After the first day of screening, the HUD reviewers reported a concern about the high incidence of applicants
not providing a ratio on the cost of rehabilitation to the total development costs and/or the lack of information
supporting the ratios.  The HOPE VI Policy Committee consisting of the members of the final review panel,
the team captains from the preliminary review panel and the system administrator, was responsible for
responding to policy issues during the competition.  The Policy Committee decided to change the
obsolescence screening criteria for eligibility.  Under the revised criteria, applicants needed only to
demonstrate that the targeted public housing met any one of the obsolescence indicators listed  in the
screening guidelines document to qualify as obsolete.  Using the revised criteria for determining building
obsolescence, HUD reviewers determined that all applicants’ targeted public housing qualified as obsolete.
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OIG Evaluation of Policy Committee Decision

In our opinion, HUD has not processed applications in accordance with the requirements prescribed in Sec.
102 of the HUD Reform Act, which provides that not less than 30 days before any deadline by which
applications or requests for assistance under any program or discretionary fund administered by the Secretary
must be submitted, the Secretary shall publish in the Federal Register the criteria  by which selection for the
assistance will be made.  The HUD Reform Act also provides that the Secretary shall award or allocate
assistance only in response to a written application in a form approved in advance by the Secretary. The
obsolescence criteria for eligibility established by the HUD Policy Committee differed significantly from the
NOFA eligibility criteria published in the federal register.  Since the Department did not publish revised
NOFA criteria, the PHAs’ applications must demonstrate that targeted housing, because of physical
condition, location, or other factors, are unusable for housing purposes, and no reasonable program of
physical modification is feasible to return the units to useful life.  Consequently, we determined that the 31
applicants not meeting both eligibility criteria prescribed in the published  NOFA were not eligible for
funding.

Policy Committee Decision Prevented
Eligible Applicants being Considered for Funding

HUD received HOPE VI program applications from housing agencies meeting both building obsolescence
criteria specified in the NOFA that were not funded.  HUD received 138 applications and 44 applicants were
funded.  We reviewed 18 of the 94 rejected applications and found that 7 of these rejected applicants
demonstrated compliance with both building obsolescence criteria.  These public housing agencies
documented that they met the obsolescence indicator relating to building structural deficiencies and also
demonstrated in their applications that no reasonable program of physical modification is feasible to return
the units to useful life.  These PHAs may have been funded since 31 of the 44 applicants awarded HOPE VI
funds did not demonstrate that their targeted public housing met the published NOFA eligibility requirements
on building obsolescence.  HUD did not promote a fair and equitable competition due to the Policy
Committee decision which in effect allowed PHAs to compete for HOPE VI funds even though their
applications had not demonstrated that no reasonable program of physical modification is feasible to return
the targeted public housing units to useful life.
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Grant Awards Did Not Meet Minimum
Rehabilitation Cost Eligibility Requirement

HUD’s HOPE VI NOFA had an eligibility requirement stating that the applicant is not eligible for this
competition if the applicant's estimated rehabilitation costs did not exceed the minimum rehabilitation cost
eligibility requirement.  The purpose of this requirement was to ensure that only "severely distressed"
developments were funded.  HUD's review procedures assigned the initial review panel the responsibility for
determining applicant compliance with all of the NOFA eligibility requirements with the exception of the
above cited minimum rehabilitation cost eligibility requirement which OPHI assigned to the final review
board.  Of the 44 PHAs awarded funds, eight applicants planned to rehabilitate units.  Two of these
applicants omitted rehabilitation costs from their budget estimates precluding a determination of compliance
with the eligibility requirement while three applicants estimated rehabilitation costs at an amount below the
minimum rehabilitation cost eligibility requirement.  Consequently, five applicants that had not demonstrated
compliance with the NOFA's minimum rehabilitation cost requirement were awarded funds to rehabilitate
1,451 units that were not "distressed units".

NOFA Eligibility Requirement for
Applicants Conducting Rehabilitation

The HUD NOFA requirement on minimum costs for rehabilitation was described in paragraph II. E.1.  The
NOFA requirement stated that if the average per unit hard costs of rehabilitation of the housing remaining
after partial demolition is below 62.5 percent of HUD's published TDC limit, the development is not eligible
for this program  (hereinafter referred to as the minimum rehabilitation cost eligibility requirement).

The Omnibus Consolidated Rescissions and Appropriations Act of 1996, hereafter referred to as the
Appropriations Act, establishes the requirement as restated in paragraph II.G. of the NOFA that eligible
expenditures are those eligible under Section 14 of the 1937 Act, as implemented in 24 CFR 968 and the
Comprehensive Grant Program Handbook 7485.3.

The Department defined hard costs, soft costs, and modernization funds in the Comprehensive Grant
Program Handbook, 7485.3.  Hard costs are the physical improvement costs, including: Account 1450, Site
Improvements; Account 1460, Dwelling Structures; Account 1465.1, Dwelling Equipment; Account 1470,
Nondwelling Structures; and Account 1475, Nondwelling Equipment.  The Department defined
modernization funds as funds derived from an allocation of budget authority for the purpose of funding
physical and management improvements.  Under the Comprehensive Grant Program the term "modernization
funds" is used interchangeably with the term "Comprehensive Grant Program funds".  HUD defined soft
costs in chapter 2 paragraph Z as the non-physical improvements costs which exclude any costs in
development accounts 1450 through 1475.

The minimum rehabilitation cost eligibility requirement is determined by computing the ratio of the total
average HUD funds available to construct a new unit against the average hard costs to rehabilitate a unit
using HUD funds.  The Department annually publishes the TDC limit and this represents the amount of funds
HUD will provide for the construction of a unit.  Conversely, the hard costs to rehabilitate a unit are
comprised of:  (1) site improvement;  (2) repairs, replacements and improvements within each dwelling unit; 
(3) the range, refrigerator and other capital equipment installed in each dwelling unit;  (4) community space
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repairs, replacements and improvements; and (5) capital equipment for the community space.  The
Appropriation Act specified the requirement as restated in the HOPE VI NOFA that the eligible rehabilitation
costs are those expenditures eligible under Section 14 of the 1937 Act .  To compute the average hard cost per
unit for rehabilitation, total hard costs to rehabilitate all units is divided by the number of units rehabilitated.

Eligibility Screening Procedures Were Not 
Designed to Determine Rehabilitation Eligibility

The Department's Fiscal Year 1996 HOPE VI Review Procedures lacked a specific procedure for analyzing
an application to determine compliance with the minimum rehabilitation cost eligibility requirement. 
Moreover, while the NOFA described the minimum rehabilitation cost requirement, it did not provide a
specific exhibit for the applicant to demonstrate compliance with the requirement.  In examining the
applications, we located the cost estimates or portions of cost estimates in: Exhibit B.3.a., Physical Indicators
of Obsolescence;  Exhibit D, Applications for New Construction;  Exhibit K.2.a. and b. as well as attached
schedules in the section entitled "Program Financing and Sustainability."

Application Defects

The OPHI stated that Section II.E. of the NOFA outlined certain cost parameters of the funding competition. 
Subsection 1 was an indicator to PHAs that the NOFA was targeted to the most distressed developments. 
The purpose of the requirement was to establish that the HOPE VI program was not about cosmetic, small-
scale rehabilitation efforts, but was a program dedicated to funding true revitalization endeavors that were
comprehensive and reached into the wider neighborhood.  The Policy Committee did not modify Section II.E.
during the competition.  The OPHI did not provide for a staff review of this requirement as the threshold
criterion.  However, the final review board bore the requirement in mind and reviewed closely any application
coming before it which raised questions under the minimum rehabilitation cost eligibility requirement.

The final review board did not reject any of the 138 applications received for not complying with the
minimum rehabilitation cost eligibility requirement.  For the 44 applicants awarded funds, eight applicants
proposed rehabilitation at their developments.  The HUD final review board had sufficient information to
determine that three of the eight applicants did not expend a sufficient amount of funds on rehabilitation
activities to be eligible for the HOPE VI program, and two applicants omitted budget estimates on
rehabilitation activities precluding the applicant from participating in the competition.  The following table
lists the applicants awarded funds that did not meet the minimum rehabilitation cost requirement.
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List of Applicants Awarded Funds That Did Not Meet the
Minimum Rehabilitation Cost Eligibility Requirement

NAMES OF PHA APPLICANTS AND UNITS TO BE AMOUNT
 THEIR TARGETED DEVELOPMENTS REHABILITATION AWARDED

NUMBER OF GRANT

Kansas City - T.B. Watkins 149 $13,000,000

Chester - Lamokin Village 70 $14,949,554

New Orleans - St Thomas 200 $25,000,000

Baltimore - Hollander Ridge 614 $20,000,000

New York - Edgemere/Arverne 418 $20,000,000

TOTAL: 1,451 $92,949,554

Deficiencies in either the applicant computation or the fiscal data missing from the application are presented
in Appendix H.
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Some Applicants Did Not Properly Inform Residents
and Community Members about Planned Activities

To be eligible to compete for HOPE VI funds, the NOFA required an applicant to provide evidence that the
applicant conducted at least one public meeting to notify residents in the targeted development and
surrounding community of the proposed activities in the application.  HUD staff had sufficient information in
the applications to conclude that 11 applicants did not conduct the required public meetings in accordance
with the NOFA requirement, but allowed these applicants to compete for HOPE VI funds and eventually
awarded about $164 million to these applicants.  HUD's funding decisions resulted in unnecessary risks from
some of the 11 PHAs of (1) delayed program implementation due to residents of either the targeted
development or surrounding neighborhood initiating lawsuits over the lack of consultation on planned
activities and (2) planned activities primarily accommodating local priorities over national goals.

NOFA Eligibility Requirement that
Applicants Conduct Public Meetings

HUD's NOFA requirement provided that:  "All applicants must attach evidence that at least one public
meeting has been held to notify residents and community members of the proposed activities described in this
application.  The meeting may be a regularly scheduled PHA board meeting.  Evidence must include the
notice announcing the meeting, how the notice was distributed, and a copy of the sign-in sheet.  An
application must contain such evidence that a public meeting took place in order to be selected for
participation."  The NOFA added that HUD will consider the level of resident support and community
member enthusiasm in rating the application.

Results from Processing Applications

HUD reviewed the applications submitted by PHAs and determined from the documents in the application
that all applicants conducted some type of public meeting.  We reviewed the 44 applications awarded funds
and concurred with the HUD staff that 31 of the applicants demonstrated compliance with NOFA
requirement concerning public meetings.  We also concurred that two Chicago projects awarded funds to
fulfill HUD's obligation under the Gautreaux Consent Decree were not statutorily mandated to conduct public
meetings.  However, in our opinion, four applicants demonstrated that they did not conduct a public meeting
to notify their residents or community members about the planned activities in their application.  Moreover,
seven housing agencies documented the existence of public meetings but those meetings either
inappropriately excluded residents in the surrounding community from the public meeting, or attempted to
substitute a planning meeting for the required public meeting.  Consequently, these 11 housing agencies
should have been excluded from the competition and were ineligible for the approximately $164 million
awarded.  Appendix I lists the 11 applicants not in compliance with the NOFA requirement, the amounts
awarded, the grant Category for each applicant, and the type of defect in each application.
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Four Applicants Did Not
Conduct Public Meetings

The Memphis, San Antonio, Baltimore, and Newark Housing Authorities did not inform their residents and
community members in the neighborhoods surrounding the targeted development of their HOPE VI planned
activities at a public meeting.  The four housing agencies provided evidence in their application that their
residents were notified of the planned demolition of units at the targeted development as part of their prior
year demolition application process.  Applicants conducted these meetings prior to the publication and
circulation of the NOFA and the completion of the applicants' HOPE VI planned activities.

The HUD reviewers accepted these public meetings as adequate to comply with the NOFA.  The HUD
reviewers decided that the HOPE VI NOFA did not state any specific timeframes within which these public
meetings should have been held.  Applicants were only required to demonstrate that a public meeting had
been held to inform interested parties of the activities proposed in the application.  With respect to the
housing agencies where the public meetings were held prior to the publication of the HOPE VI NOFA, each
applicant provided evidence that residents and other interested parties had been informed via a public meeting
of the demolition activities and these activities were subsequently included in the application.  Therefore, the
HUD reviewers decided that the threshold criterion was met.

The OIG did not use the same logic during our analysis of the HUD review.  The NOFA requirement states
that the applicant is to notify residents and community members of the HOPE VI planned activities.  The
applicants' HOPE VI planned activities are different than the planned activities in their demolition application
due to the continually evolving planning process.  As a result, the applicants' responses to resident and
community member questions will be different when discussing the different plans at the public meetings.  In
our opinion, due to the difference in the contents of the plan and the resulting differences in the answers to
questions, the public meeting conducted for the demolition application cannot substitute for conducting a
public meeting to discuss the HOPE VI planned activities.

The Newark Housing Authority changed their planned activities between the submission of the demolition
application and the submission of the HOPE VI application and illustrates the need for a public meeting to
discuss specifically the Fiscal Year 1996 HOPE VI planned activities.  The Newark Housing Authority
demolition application provided for the demolition of 8 of 10 high rise buildings.  During the public meeting
a resident questioned why the Housing Agency sold buildings number 9 and 10.  The Newark Housing
Authority representative responded that they were planning to deed the buildings 9 and 10 to a nonprofit
corporation.  The nonprofit corporation planned to rehabilitate the buildings for use as a homeownership
program.  However, in the HOPE VI application the Newark Housing Authority explained that they had
changed their original plan for buildings 9 and 10 after further analysis determined that it was too expensive
to rehabilitate the buildings.  The Newark Housing Authority now planned to demolish buildings 9 and 10. 
Another difference between the two applications concerned the housing authority request for $901,000 for
"contingencies."

Further, we concluded that the NOFA provided the applicants with significant opportunities other than the
demolition program.  Housing agencies opting to exclusively implement a demolition program would need to
justify that decision and respond to resident and community member concerns during the public meetings. 
For example, the NOFA provided the housing agency with funds to construct new housing on the site,
develop self-sufficiency programs, establish mixed-income family communities, and establish
homeownership programs.  HUD approved the demolition applications for the four applicants, subject to the
condition that the Department will not provide replacement housing.  However, under the HOPE VI Program,
the PHAs could replace the units demolished and allow the families to return to the development.
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Seven Applicants Conducted Public Meetings But
Excluded Residents from the Surrounding Neighborhood

The Detroit, Wilmington, Pittsburgh, San Francisco, Baltimore, Chicago, and New York Housing Authorities
notified and conducted public meetings for residents of the targeted developments and effectively excluded
community members from the surrounding neighborhoods from participating.  The NOFA required an
applicant to provide evidence that at least one public meeting was held to notify residents of the targeted
development and surrounding community of the proposed activities described in their HOPE VI application. 
Applicants were instructed in the NOFA to provide the information about public meetings.  Most successful
applicants had demonstrated that residents of the targeted developments and surrounding neighborhoods had
been invited to the public meetings through either their local newspapers or the circulations of flyers. 
However, based on the information provided by seven applicants, residents from the neighborhoods
surrounding the targeted developments were effectively excluded from the public meetings to discuss the
HOPE VI planned activities. In this regard, applicants specified in the notices that the meetings were for
residents of the targeted developments only, or limited the circulation of the notices announcing the public
meetings to the confines of the targeted developments.  To illustrate:

• The New York Housing Authority posted the notice in each building two days before the meeting
at the targeted development.  The PHA's method of distribution excluded the community from
the surrounding neighborhood.

• The Chicago Housing Authority targeted development was the Robert Taylor Homes.  The PHA
did not explain how the notice was circulated.  The applicant stated that two Town Hall meetings
were conducted and residents of the buildings were to be informed about the program.  The PHA
did not document that the members of the community surrounding neighborhood were invited to
attend the public meeting.

• The Wilmington Housing Authority application did not discuss how the flyer was distributed. 
The applicant stated that the meeting was held with residents and the Resident Advisory Council. 
The applicant did not provide documentation that community members from the surrounding
neighborhood were invited to their public meeting.

• The Pittsburgh Housing Authority did not discuss how the notice was distributed.  The PHA
stated that the meeting was attended by nearly 100 residents.  The applicant did not document
that members of the surrounding community were invited to attend the public meeting.

• The San Francisco Housing Authority stated that HOPE VI meetings were held on-site to assure
maximum accessibility to all residents.  Outreach material was posted along building corridors,
distributed door to door and mailed to residents who attended prior meetings.  A total of 10
meetings were held where all key elements of the application were discussed in detail with
residents.  However, the PHA did not invite community members to attend.

• The Baltimore Housing Authority delivered notices to each unit and posted the notice in all
public areas.  The notice was entitled "All Residents Of Hollander Ridge Second Resident
General Meeting".  The applicant documented that the meetings were for residents to the
exclusion of the community members.

• The Detroit Housing Authority did not conduct a public meeting to discuss the HOPE VI
planned activities.  The applicant documented that a notice was sent to Herman Garden residents
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for a town hall meeting on February 21, 1996 to discuss the development plan.  The public
meeting occurred before the NOFA was published and before the preparation of the HOPE VI
application.  Consequently, the HOPE VI application was not discussed.  Further, the applicant
documented that they excluded the members of the surrounding community.

The HUD reviewers concluded that the applicants cited above had conducted the NOFA required public
meeting.  The HUD reviewers felt that the community members had not been restricted from attending the
meetings and with each application, community organizations expressed support for the proposed
revitalization.  The HUD reviewers felt that the NOFA did not provide a definition for what constituted a
public meeting, nor stipulate how the meeting notification should be made, therefore HUD could not
appropriately have supplied such a definitions and stipulations to disqualify an applicant.  Applicants that
demonstrated that residents and community members of the targeted development and community groups
were informed of the redevelopment plans were determined to have met the conditions of the NOFA and were
allowed to compete.

The OIG disagreed with the HUD reviewers' rationalizations that the 11 applicants complied with the NOFA
requirement.  The PHAs' notices described the meeting as being for residents of the development.  Even if the
community members were aware of the meeting through the notice, its content did not include an invitation to
community members and therefore represented an exclusion from the meetings.  In our opinion, the existence
of some community members being aware of the revitalization activities is not a substitute for the entire
community being given the opportunity to participate.  The applicants listed did not invite the community
members to the public meeting to inform them of the HOPE VI planned activities.  As a result, these
applicants did not comply with the NOFA Requirement and should have been excluded from the competition.

Risk of Lawsuits

HUD has assumed a significant risk of lawsuits at these 11 housing agencies due to applicants not conducting
the required public meetings for the residents at the targeted development and in the surrounding community. 
If the lawsuits should materialize the implementation of the program could be delayed.  The longer the delay
the less funds the housing agencies' will have to implement their program because the purchasing power of
the awarded funds decreases as time elapses.  Consequently, the housing agencies may not be able to fund the
scope of activities originally envisioned.  The Chicago Housing Authority Cabrini-Green Development has a
HOPE VI funded program for $50 million from the 1994 NOFA process and has been the subject of a
lawsuit from their residents as discussed in the following paragraphs.

The Cabrini-Green tenants' association has standing to challenge the Chicago Housing Authority's
revitalization plans for the public housing complex, ruled the U.S. District Court for the Northern District of
Illinois, Eastern Division.  Plaintiff, Cabrini-Green local Advisory Council (LAC) brought suit against the
Chicago Housing Authority (CHA) challenging the plan the CHA developed under the HOPE VI urban
revitalization demonstration program to revitalize Cabrini-Green.

The LAC claimed that it suffered injury because none of its members was allowed to participate in the
planning process leading to the development of the CHA plan.  LAC had to divert resources from its other
organizational purposes to uncover the details about the plan and fight it, many of its members will suffer
from the destruction of their community, and many of the LAC members will not be eligible to reside in the
replacement units.  These LAC members moved out of their homes at Cabrini-Green based on the CHA's
representation that their building was to be renovated.  However, under the revised CHA replacement plan,
their building is to be demolished and the plan does not provide enough replacement housing for all displaced
residents.
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The court held that although HUD had not finally approved the CHA plan and HOPE VI funds would not be
dispersed until HUD granted its approval, if as LAC alleged, the defendants failed to consult with the
residents of Cabrini-Green in the development and implementation of the plan, then LAC had already been
injured, an injury that was not dependent on HUD approval of the HOPE VI plan.

The court also said that LAC members, including displaced members, faced imminent injury from the
implementation of the plan affording LAC organizational status to sue.  Finally, the court concluded that
LAC sufficiently alleged housing discrimination, based on the discriminatory effects  the CHA plan would
have on Cabrini-Green residents, and proof of intent was not required.

Risk of HOPE VI National Goals
Being Subordinate to Local Priorities

We concluded, after reviewing the applications, that some applicants, by not conducting required public
meetings, avoided potential conflicts and criticism from residents of the development as well as from the
members from the surrounding community because their planning activities primarily accommodated local
organizations and in a subordinate manner addressed the national goals as well as resident and community
needs.  For example:

• The New York Housing Authority stated in a memorandum to PIH that their portfolio has been
well maintained and has not reached the point where demolition was necessary.  The letter went
on to comment that if the PHA demolishes a single building as required by the NOFA there will
be objections from resident organizations and advocacy groups.  Consequently, the New York
City Housing Authority submitted a HOPE VI application with planned activities for modest
rehabilitation activities of existing buildings coupled with high-quality self-sufficiency programs
and without demolition of a building.  The New York City application is an example of planned
activities designed to accommodate local issues instead of responding to the national goals of
substantial rehabilitation of distressed housing and demolition of obsolete buildings.

• The San Francisco Housing Authority stated in their application that their North Beach
development is located in an area attracting about 13 million tourists annually.  The development
has 229 units and has a 100 percent occupancy rate but the applicant plans to demolish all 229
units and replace these units with 355 mixed income units.  The applicant planned to introduce
20,000 square feet of commercial space and an underground parking garage to accommodate
500 parking spaces.  The applicant estimated the cost of the project to be about $67 million and
the HOPE VI allocated share was about $30 million.  The PHA planned primarily a real estate
venture to accommodate their tourist industry and secondarily establishes a physical structure for
serving low-income families.

• The Pittsburgh Housing Authority plans to demolish all 460 units on their current site.  The
applicant plans to acquire 574 parcels in an adjoining area through private sale transactions,
directed sales, and eminent domain procedures.  The applicant plans to build 475 units on the
newly acquired site and 185 units on the existing site.  The cost of new construction is expected
to exceed HUD's published TDC limit by 15 to 20 percent.  The total cost of the project is
estimated at $85 million and the HOPE VI share is $30 million with total HUD funding
commitment from all sources of $44 million or 52 percent.  The applicant is conducting a local
code enforcement program of eliminating blighted structures which is the primary responsibility
of local government.
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• The Baltimore Housing Authority planned activities in part includes: demolishing 284 low-rise
buildings; modest renovation of 614 units; and constructing 151 fee simple single family units. 
The development is occupied by elderly and low-income families.  The Office of Public Housing
wrote the Secretary of HUD requesting a waiver for funding the project based on the NOFA
provision of selecting lower rated applications due to either geographical diversity or diversity of
approach. The Office of Public Housing stated that "the development lies on the border between
a city increasingly populated by low-income minorities, and a county with a greater
representation of working class and middle class whites.  The Development has been the focus of
county anxieties about crime, class and race, while public housing residents feel they have been
unfairly stigmatized.  The conflict has drawn the attention of politicians of national stature, and
is emblematic of conflicts dividing many minority urban cores from their white suburbs.  A
successful solution will be a model nationally for a problem which must be solved if America's
cities are to survive and prosper."  The Department has awarded funds to resolve a conflict
between city and county government and contrary to the national goal of revitalizing severely
distressed housing through significant rehabilitation of distressed units.
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HUD Did Not Properly Evaluate Funding Requests or
Eliminate Uneconomical and Ineffective Operating Costs

The NOFA contained a requirement that HUD, after evaluating an applicant’s funding request, can award a
grant to an applicant in an amount lower than the amount requested by the applicant to achieve a cost
effective HOPE VI Program.  HUD reduced 34 of the 44 applicants' funding requests by about $138 million
or about 23 percent of the amount requested by eliminating unnecessary costs, combining the applicant's
available funding, and awarding the least amount of HOPE VI funds necessary to effect some level of
revitalization.  HUD funding reduction decisions ignored the NOFA required method for evaluating the
applicant funding requests and eliminating uneconomical and ineffective operating costs.  Specifically, HUD:
reduced 34 applicants' funding requests without determining whether the partial funding was a viable option;
reduced 12 applicants' funding requests without determining whether the funding reductions were sufficient to
assure HOPE VI funds are not being substituted for other available funding; and, reduced two applicants'
funding requests when the reductions were insufficient to eliminate planned activities containing unnecessary
and unreasonable costs.   HUD's funding reduction decisions diluted the revitalization impact on the targeted
development and surrounding neighborhood and produced an inequality between applicants as some
applicants' planned revitalization activities will remain the same while other applicants will need to change
the scope of their revitalization activities.

NOFA Requirement Prescribing
HUD Funding Reduction Method

The NOFA specified that HUD may select an applicant for participation in the HOPE VI program but grant
an award pursuant to such an application in an amount lower than the amount requested by the applicant if
the Department determines that (1) partial funding is a viable option, and:  (2a) the amount requested for one
or more eligible activities is not supported in the application or is not reasonably related to the services or
activity to be carried out;  (2b) an activity proposed for funding does not qualify as an eligible activity and
can be separated from the budget;  (2c) the amount requested exceeds the total cost limitation established for
a grant; (2d) insufficient funds are available to fund the full amount; or (2e) providing partial funding will
permit HUD to fund one or more additional qualified PHAs.

HUD Reductions of
Applicant Funding Requests

HUD reduced 34 applicants' grant requests by about $139 million.  Appendix J lists the applicants by Grant
Category and shows the amount of funds these applicants requested and the amount of funds HUD awarded. 
The following table summarizes the amount of applicant funding requests that HUD reduced.
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HUD Reductions in Applicant
Requested Grant Amounts

DESCRIPTION OF EVALUATION FACTOR A; B; and C D

GRANT GRANT
CATEGORIES: CATEGORY

Number of Grants 20 24

Number of Grants HUD Awarded Funds at an Amount
Less than Applicant Requested 16 18

Percent Changed 80% 75%

Amount Applicants Requested $517,287,076 $98,317,155

Amount HUD Approved $403,313,070 $73,470,930

Dollar Difference $113,974,006 $24,846,225

Percent Difference 22% 25%

SUMMARY

Grants Requested by Applicants $615,604,231

HUD Awards $476,784,000

Dollar Difference $138,820,231

Percent Difference in Awards 23%

Number of Grants Reduced 34 of 44 Grants Awarded

Number of Grants Reduced
Stated as a Percent 77%

HUD Did Not Determine the Viability of
Implementing Planned Activities with
Partial Funding for 34 Applicants

HUD's Fiscal Year 1996 HOPE VI review procedures did not specify a method for complying with the
NOFA requirement for determining the viability of implementing applicant planned activities with partial
funding.  The OPHI documentation provided in support of funding reduction decisions did not demonstrate
compliance with the NOFA requirement that HUD determine if the partial funding of applicant planned
activities was a viable option.  OPHI effectively changed the NOFA requirement by not applying the viability
test to the partially funded applicants after the applications were received and processed.
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OPHI Did Not Assure HOPE VI Funds
Were Not Being Used in Lieu of Other
Available Funds for 12 Applicants

OPHI officials stated that the goal of HOPE VI is to encourage new and innovative redevelopment proposals
for distressed developments and their surrounding communities.  The uniqueness of each submitted proposal
made it difficult to apply a strict and standard rule for cost cutting during the competitive process, and by
restricting the level of communication between HUD and an applicant during a competition, the HUD Reform
Act restricted the freedom staff have to clarify funding requests.  The Final Review Panel reviewed the
requested amounts for the selected applications and made funding determinations based on the scope of the
revitalization plan described in the application, and the non-HOPE VI funds that could be reasonably used
towards the initiative.  The HUD staff provided documentation in support of their decisions to reduce
applicant funding due to:

•  unnecessary expenditures;
•  duplication;
•  insufficient justification for diverting Comprehensive
   Grant Program funds to other developments;
•  availability of funding from other sources;
•  more economical alternative activities than the applicant
   proposed activities; and,
•  ineligible expenditures;

OPHI reduced 12 applicants' requested grant amounts without determining whether the funding reductions
were sufficient to assure HOPE VI funds were not being used in lieu of other available funding as required in
the NOFA.  The PHAs were required to identify all HUD funds currently committed to the applicant for
capital purposes and available for use at the targeted development in Exhibit K.1.b. of their applications. 
However, 12 PHAs did not disclose, as required in the NOFA, if they had allocated to the targeted
development some or all of HUD funds associated with the: Drug Elimination Program, Comprehensive
Improvement Assistance Program, Operating Subsidies, Development Program, and Modernization Program. 
Without the applicant's fiscal data, OPHI cannot assure that the level of funding reductions were sufficient to
assure HOPE VI funds were not being used in lieu of other available funds.  Appendix K summarizes the 12
applicants funding reductions.

OPHI Funding Reductions Insufficient
to Eliminate Unnecessary Costs from
Two Applicants' Funding Requests

OPHI did not follow the NOFA required procedure for reducing uneconomical and ineffective costs from
applicants' planned activities.  The HUD staff reviewed applicants' requests for about $98 million in
demolition expenditures and reduced the requests to about $73 million for a aggregate reduction of about $25
million.  The Final Review Panel determined unnecessary and unreasonable demolition expenditures using the
following criteria:

• Disallow restoration costs that are actually capital improvements, such as parking, play grounds,
gazebos, sidewalks, new streets and other similar types of activities.
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• When ineligible restoration costs are disallowed, put back 10 percent of the demolition costs as
allowable site restoration costs.

• Limit indirect costs to 20 percent of hard direct costs.

• Disallow the cost of creating Section 8 certificates from HOPE VI funds.

• Limit relocation costs to $3,000 per family or the applicants actual amount proposed if the
applicant request was less than $3,000 a unit.

HUD did not comply with their own internal funding reduction procedure while processing two Category D
applicant funding requests as discussed below.

The Housing Authority, City of Atlanta  requested $10,000,000 to demolish 990 dwelling units.  HUD
disallowed $279,480 of the Housing Agency's budgeted relocation costs because the Housing Authority,
City of Atlanta estimated relocation costs exceeded the HUD determined maximum allowed relocation
costs.  HUD awarded this Housing Agency $9,720,520 or a cost of $9,819 per dwelling unit.  HUD
decided that the cost for site restoration after demolition was an eligible expenditure and allowed a
maximum site restoration budget amount of 10 percent of the cost of demolition.  The Housing
Authority, City of Atlanta estimated demolition costs at $3,465,000 and site restoration costs at
$3,981,520.  If HUD had followed their internal funding reduction procedure, HUD staff would have
reduced the requested site restoration budget from $3,981,521 to $346,500.  The award was overstated
by $3,635,020 because HUD did not follow their internal procedure as it relates to site restoration costs.

The Buffalo Housing Authority  requested $10,000,000 to demolish 304 units.  HUD disallowed site
restoration costs exceeding 10 percent of budgeted demolition costs.  HUD staff recommended that the
PHA's total request be reduced an additional $2 million to allow HOPE VI funding at $20,737 per unit
resulting in an award of $6,304,000.  The higher costs were attributed to relocating the boilers and
utilities for the units remaining on-site after demolition.  HUD funded the Buffalo Housing Authority at
an amount exceeding the Final Review Panel maximum funding level per unit of $15,000.  Conversely,
HUD received budget requests exceeding $15,000 per unit for demolition from five other applicants. 
Each of these five PHA's provided justification for higher costs in their budget submission as did the
Buffalo Housing Authority.  In these cases HUD documented their justification for reducing the budget
requests in the applicant file that the PHA total request had been reduced by an amount which would cap
the HOPE VI funding for demolition at $15,000 per unit.  The Department did not consistently apply
their internal funding reduction procedure.  To achieve consistency, HUD should either decrease the
Buffalo Housing Authority to $15,000 a unit or increase the other 5 housing authorities to an amount
requested to account for their special circumstances as was done for the Buffalo Housing Authority.

Adverse Effects of OPHI's
Deviation from NOFA Procedures

HUD diluted the revitalization activities at targeted developments and surrounding neighborhoods with their
funding reductions.  The Housing Authority of Louisville requested $30 million and HUD reduced the
applicant request to $20 million.  The Department reduced the funding because HUD staff deemed the
funding adequate to create a critical mass on the site.  HUD anticipated that the PHA can proceed with the
development using HOPE VI funds while searching for other funding sources to complete the planned
development.  HUD felt that one-for-one replacement housing funding on this large site would not be
appropriate given inventory reductions faced by most cities.  However, HUD funded several PHAs with
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modest revitalization efforts.  The San Antonio Housing Authority was given about $840,000 to demolish
units and create green spaces for their community.  The Pueblo Housing Authority was given about $109,000
to demolish 12 units to allow the city to widen a street at the front of the development.  The Buffalo Housing
Authority was given $6,300,000 to demolish 304 units to resolve a litigation issue.  The Baltimore Housing
Authority was awarded $2,500,000 to demolish 300 units to be possibly replaced with an industrial park.

HUD's decision to fund as many sites as possible is contrary to the place based concept being utilized by the
Department in other NOFAs such as the Homeownership Zones.  In our opinion, the funding of a complete
revitalization program will promote a revitalization of the development and the surrounding community.  The
revitalization of both the development and the surrounding neighborhood are necessary to assure the capital
improvements will last for a period of time justifying the investment in the revitalization.

The HUD funding cuts were inconsistent and resulted in some PHAs needing to change the scope of their
revitalization activities while other funding cuts did not require PHAs to initiate any changes.  HUD reduced
some applicant budgets to such an extent that the applicant will need to revise their plan.  For example
Baltimore and New York were each funded in the amount of $20 million although $40 million was requested
by each PHA.  In each case, HUD determined that the amount awarded was sufficient to effectuate
revitalization although possibly at a scale less than the housing agencies sought.  HUD reduced the Cuyahoga
Housing Authority grant by $10,266,666 because there was insufficient justification for diverting
Comprehensive Grant Program funds from the targeted development to another development.  The Cuyahoga
housing authority will probably not need to reduce their activities.  In our opinion, HUD funding policy must
assure a fair and equitable distribution of funds and this prerequisite for an adequate funding policy cannot be
achieved unless the procedures are consistently applied and the results are consistent between agencies the
funds are being distributed.
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HUD Staff Resolved Application Defects
Contrary to Procedures Specified in the NOFA

The NOFA classified defects in applications as curable or noncurable and prescribed specific procedures for
processing those defects.  When HUD staff encountered a defect in an application, often the HUD staff
resolved the defect in a manner that improved the applicants application but did not always comply with the
NOFA procedures for resolving application defects.  As a result, some applications containing noncurable
defects and ineligible for funding were inappropriately funded and applications with curable defects continue
to exhibit the defect and were inappropriately funded.

Demolition of Obsolete Buildings

The NOFA eligibility requirement stated that each PHA applicant must demolish at least one obsolete
building at the targeted development.  The NOFA classified this as a noncurable requirement.  Consequently,
HUD cannot afford applicants the opportunity to provide or supplement the information required after the
deadline date.

The New York City Housing Authority submitted an application for the revitalization of a targeted
development identified as Arverne Houses.  The Housing Agency stated in the application that Arverne
Houses consist of one- and two- bedroom units that are in high demand by residents.  The units will not be
changed in size or shape but will undergo major modernization and system upgrades.  The targeted
development has 418 units and 26 are vacant.  In Exhibit B, paragraph 2. "Proposed Demolition/
Disposition" the Housing Authority stated that this section is not applicable, since the demolition requirement
in the NOFA has been waived by HUD and no Exhibit N forms part of this application.  In application
Exhibit B, paragraph 3.a. the PHA stated that the cost of rehabilitation is 63.5 percent of TDC.  In
application Exhibit B, paragraph 3.b. the PHA stated that the targeted development had outdated plumbing
and heating systems and the masonry needed improvements.

The New York City Housing Authority sent a facsimile memorandum on September 10, 1996 to amend their
application.  The Housing Authority stated that "Based upon information that was unavailable to the
Authority at the time we prepared our HOPE VI application for Arverne Houses, regarding the demolition
requirement under Section II(C) and Section III(A) of the NOFA, we are hereby amending our application to
include demolition of up to four floors at building number 21, 22, 23, and 24 at the Edgemere developments
(NY005244D).  The demolition of these units would decrease the number of units at Edgemere by
approximately 160, thereby helping to revitalize the neighborhood through a reduction in the concentration of
low-income families as specified in Section IV(A) of the NOFA.  This step is being taken in accordance with
Section II D (3), which provides that contiguous or immediately neighboring developments will be considered
one development for all purposes of this NOFA.

The New York City Housing Authority sent a memorandum to HUD on September 11, 1996 to clarify their
application.  The Housing Authority stated that the demolition at Edgemere consisted of "topping off" the
four floors in four buildings.  The cumulative impact of this action will result in the elimination of as many
units as would have occurred had we demolished one single building, but will provide a more uniform and
logical modification of the physical site and allow other improvements which will enhance the overall
revitalization effort planned for this area.
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HUD decided that the New York City Housing Authority complied with the NOFA eligibility requirement of
demolishing a building at the targeted development based on the Housing Authority explanation that the units
scheduled for demolition were located at a project in the proximity of the targeted development.  The New
York City Housing Authority requested $40 million for the revitalization program at the targeted
development.  The HUD review team reviewed the application and gave the applicant 118 points.  The
applicant did not receive a sufficient amount of points to qualify for funding.  HUD's Secretary, using his
discretion under the provisions of the NOFA to select a lower-rated application over a higher-rated
application, awarded $20 million to the Housing Authority.

In our opinion, the New York City Housing Authority did not meet the NOFA eligibility requirement relating
to demolishing at least one obsolete building at the targeted development.  The HUD NOFA specified one
requirement for identifying the boundaries of the target development and one requirement for demolishing an
obsolete building at the targeted development and these two requirements are mutually exclusive.  The HUD
NOFA requirements for identifying the boundaries of the target development stated that the applicant can
select either one development as the target development or one development and a contiguous located
development can be considered one target development.  The HUD NOFA requirement stated that the
applicant must demolish at least one building at the target development.  The New York City Housing
Authority application stated that the target development was Arverne Houses and the planned activities did
not include demolition at the targeted development.  The PHA’s assertion that demolition was occurring in a
development located in close proximity to the targeted development did not comply with the NOFA eligibility
requirement and the application should have been rejected.

Late Applications

The HUD NOFA required that an applicant submit their application before 4 p.m. on September 10, 1996. 
The NOFA explained that the application deadline date for the original  application delivered to HUD
Headquarters is firm as to date and hour and HUD will disqualify and return to the applicant any application
that it receives after the deadline date.  Facsimile (FAX), COD, and postage due applications will not be
accepted.  The HUD NOFA classified this as a noncurable requirement with one exception.  The HUD
Accountability and Applicant Disclosure Act, Section 102, paragraph (5) authorized the Secretary to waive
the deadline date requirement in response to an emergency, but required the Secretary to publish in the
Federal Register not less than 30 days after providing the waiver the reasons for providing the waiver.

HUD staff did not process three of the four applications received late in accordance with the requirements in
the NOFA and HUD Accountability and Applicant Disclosure Act.  HUD received late applications from the
Housing Authorities of Puerto Rico, Virgin Islands, Houston, and New York.  HUD rejected Houston from
the competition in accordance with the NOFA requirement but allowed the other three Housing Agencies to
compete.  The New York Housing Agency was funded for $20 million.  The individual circumstances of the
three housing agencies allowed to compete for funding contrary to the NOFA requirement are described
below.

• Puerto Rico Housing Authority was unable to send their application to HUD by the deadline date
due to Hurricane Hortense disrupting communication services.  The Housing Agency contacted
HUD and requested assistance.  Under similar circumstances when Hurricane Fran disrupted
services, HUD staff complied with the procedures in the HUD Accountability and Applicant
Disclosure Act and requested and eventually received a waiver from the Secretary to allow 
applicants affected by Hurricane Fran to submit a late application in response to the NOFA for
Supportive Services for Persons with Disabilities.  However, when Hurricane Hortense disrupted
communication, HUD staff decided to circumvent the procedure for obtaining a waiver from
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Secretary to the NOFA deadline requirement and established their own procedure for submitting
the application under emergency circumstances.  Specifically, HUD instructed the Housing
Authority to fax their application as soon as communication services were restored and
subsequently send the original application to HUD as soon as possible.  HUD received the
original application on September 16, 1996.  The HUD staff inappropriately recorded the receipt
of the application as September 10, 1996 on the document designed to demonstrate compliance
with the NOFA requirement on receipt of the application by the deadline date.

In our opinion, HUD, without obtaining a waiver to the deadline date requirement stated in the
NOFA, inappropriately allowed the Housing Authority to compete for funding under the HOPE
VI Program.  The Housing Authority requested $40 million to revitalize one of their
developments but were unable to generate a sufficient number of points to qualify for funding.

• The Virgin Island Housing Authority was unable to send their application to HUD by the
deadline date due to Hurricane Hortense disrupting communication services.  The Virgin Islands
Housing Authority contacted HUD and requested assistance.  HUD decided to circumvent the
established procedures in the HUD Accountability and Applicant Disclosure Act for obtaining a
waiver from the Secretary to the deadline date due to emergencies and instead instructed the
Housing Agency to give the original application to the staff at the local office of their House of
Representatives and this staff was asked to forward the original application to HUD as soon as it
was possible.  HUD received the application on September 12, 1996 and posted the actual
receipt date.  In our opinion, HUD inappropriately allowed the Housing Authority to compete for
funds even though the applicant had not complied with the deadline date of September 10, 1996,
and the Secretary had not waived the deadline date requirement.  The Housing Authority had
requested about $28 million to revitalize one of their developments.  The Housing Authority
application did not generate a sufficient amount of points to qualify for funding.

• The New York City Housing Authority sent a portion of their application by facsimile about 15
minutes before the deadline date.  The Housing Authority had sent a staff person to deliver the
majority of the application to the HUD Washington DC office cited in the NOFA.  The HUD
NOFA requirement stated that the original signed application must be received by the deadline
date to be eligible for the competition, and conversely any applications received by facsimile
were disqualified.  In our opinion, HUD inappropriately allowed the New York City Housing
Authority to compete for HOPE VI funds because the Housing Authority did not submit a
complete original application by the deadline date as required in the HOPE VI NOFA.  The
Housing Authority was awarded $20 million.

Curable Technical Deficiencies

The NOFA stated that after evaluating each application, if HUD determines that a PHA failed to submit: (1)
evidence of a public meeting;  (2) certifications and submissions as required in the NOFA;  (3) a demolition
application;  and, (4) an application for new construction as necessary, or if the application contains a
technical mistake, HUD may notify the PHA in writing and by facsimile about the curable defect. The NOFA
specified that the PHA had 14 calendar days to correct the curable defects cited by HUD in HUD's written
notice.  If any of the items identified in HUD's written notification is not corrected and submitted within the
required timeframe, the application will be ineligible for further consideration.

In our opinion, HUD did not comply with the NOFA requirement concerning the written notification of a
curable defect(s) in an application because HUD staff corrected the defect(s) in some PHA applications
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instead of notifying the PHA about the defect(s) and allowing the PHA 14 calendar days to correct the
application.  Since the PHAs were not provided the opportunity to correct their application an audit
determination cannot be objectively made from the evidence in the file as to whether the PHAs had the
resources or capacity to eliminate the defects in their applications within the 14 calendar days specified in the
NOFA requirement.  HUD staff enhancements of defective applications resulted in the some PHAs being
awarded funds.  In those instances where PHAs never demonstrated compliance with the NOFA
requirements, the PHAs should have been disqualified from the competition.  Examples of corrective actions
initiated by HUD staff are summarized below.

• Chicago Housing Authority  - Robert Taylor Homes.   The PHA board resolution stated that
the PHA was submitting one application for both Robert Taylor Homes and Dearborn Homes
and requested $40 million in assistance.  HUD staff separated this one application into two
distinct applications.  This was accomplished without difficulty because the PHA submitted a
complete set of application documents for each targeted development.  The Dearborn application
was rejected and the Robert Taylor application was funded at $25 million.  The HUD staff action
in separating the applications improved the PHA application because HUD's ranking and scoring
process for the applications in the combined state could only result in rejection of the $40 million
application but after the application was separated into two applications, HUD's ranking and
scoring process resulted in the Robert Taylor Homes application being awarded $25 million.

OPHI agreed with OIG's observation that the Chicago Housing Authority board resolution
included in Exhibit M identified a $40 million request for housing development at Dearborn
Homes and Robert Taylor Homes.  The OPHI went on to state that whether the PHA's
characterization of its applications was inadvertent or aimed at achieving some advantage, every
other aspect of these applications identified them as two distinct proposals.  Each application
included the requisite narratives, budgets, and certifications and as such each fully complied with
the requirements of the NOFA.  Furthermore, based on both the requirements set forth in the
NOFA and the internal control rules, it was impossible to score the applications as one
application.  Therefore, OPHI made the rational and appropriate decision to score the Taylor and
Dearborn application separately.  The PHA applications did not receive either advantage or
disadvantage from this decision, and based on its merits, only Taylor application scored high
enough to receive funding.

OPHI's action to separate the Taylor/Dearborn application into two separate applications was
not in compliance with the NOFA specified procedure of providing written notification to the
PHA of the defect in the application and allowing the PHA the opportunity to correct the defect
as they felt appropriate.  HUD staff did not send the Chicago Housing Authority a written
notification on the defect in their application.  Contrary to the assertion of OPHI that the PHA
did not receive any advantage, HUD awarded the Chicago Housing Authority $25 million that as
OPHI explained could not have occurred if the applications were not separated.  HUD staff did
not send a written notice to the PHA describing the application defect.  The OPHI and OIG
cannot assert that the Chicago Housing Authority would have resolved the HUD written
notification of the application defect in the same manner as the HUD staff did in separating the
application into two separate applications.

• Ocala Housing Authority - N.H. Jones and Forest View. The Housing Authority submitted
two category D applications.  The NOFA requirement stated that each PHA can submit only one
category D demolition application.  HUD combined the two applications into one application. 
HUD improved the PHA application by combining the two applications into one because the
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PHA was awarded a grant for the entire amount requested in both application instead of an
award for one application as required in the NOFA.

OPHI stated that while the decision to process the applications as one was not reviewed by the
Policy Committee, as in retrospect it should have been, the decision is justifiable and falls within
the realm of OPHI interpreting the rules of the competition so as to achieve their underlying
purpose.  The OPHI correctly followed competition rules and contacted the applicant to inform it
of the technical deficiency.  The applicant informed the OPHI staff person correctly, that the sites
were part of one scatted site development.

We reviewed the file documents relating to the written notification of application defect to Ocala
Housing Authority and observed that the HUD staff did not discuss the PHA's error in
submitting two demolition applications when only one demolition application from each PHA
was permitted under the NOFA.  The HUD staff discussed the application defect with the Ocala
Housing Authority Director.  The PHA agreed that the applications could be combined. 
However, the PHA did not send a combined application to HUD but rather HUD staff just
combined the two application into one application.  The Forest View project was received first
and the requested award was for $991,530.  The N.H. Jones application was received second and
the request was for $651,417.  The Ocala Housing Authority application for N.H. Jones was
received by HUD after the Forest View application and should be rejected.

• Housing Authority City of Newark - Hayes Homes.   The NOFA required, in paragraph V,
"Application Submission Requirements," that all applications must include the information
requested.  In paragraph V.B. "Existing Conditions" the NOFA provided that all applicants must
provide information in Exhibit B that responds to:  (1) Description of the Current Development; 
(2) Proposed Demolition;  (3) Physical Indicators of Obsolescence;  (4) Neighborhood Indicators
of Obsolescence;  (5) Demographic Indicators of Distress; and, (6) Effect on the Neighborhood. 
The NOFA suggested that the applicants needed about 8 pages to respond to the elements in
Exhibit B.  HUD will use the information in Exhibit B primarily to evaluate the need for
demolition, revitalization or replacement.  In NOFA paragraph III it states that applicants will
have no opportunity  to provide or supplement the information required by Exhibit B after the
deadline date listed in the NOFA.

The Housing Authority City of Newark submitted an application without the elements the NOFA
required in Exhibit B.  The PHA's Exhibit B consisted of the following statements.  "All of the
information needed for this exhibit were included in our application for demolition that was
submitted to HUD on August 30, 1995.  On April 4, 1996 HUD approved the application.  By
its approval of the application, HUD agrees with the PHA's justification for demolition, that the
buildings at Hayes Homes represent an imminent threat to the health and safety of residents.  See
Exhibit N for a copy of the HUD approval letter."

HUD review staff referred to Exhibit N to determine the need for demolition.  The PHA's Exhibit
N did not contain the information required by the NOFA relating to neighborhood indicators of
obsolescence, demographic indicators of distress, and the effect on neighborhood.  The HUD
staff rated and ranked the application based on the incomplete information in Exhibit N and
awarded $9,010,400 to the PHA.

When the HUD review staff determined that the applicant Exhibit B did not contain the required
information on six elements the application should have been rejected in accordance with the
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NOFA instructions.  Instead, the HUD review team referred to Exhibit N and used the
information in this section of the application to justify a determination that the applicant had
complied with the NOFA requirement.  The applicant was required by the NOFA to demonstrate
the buildings were obsolete in Exhibit B and the HUD staff to be equitable and fair to all
applicants submitting an application should have evaluated the information as provided by the
applicant in Exhibit B to determine their eligibility to compete for funds.  The HUD review team
cannot use the written notification of defect procedure to obtain missing information in Exhibit B
of the application from any PHA because the NOFA stated that if an applicant did not provide
the data in Exhibit B this was a noncurable defect.

Determination of the Cost Effectiveness
of New Construction Compared to
Acquisition with Rehabilitation

In accordance with Section 6(h) of the 1937 Act and restated in paragraph V.D. of the NOFA, the PHA may
engage in new construction only if the PHA demonstrates to the satisfaction of the Secretary that the cost of
new construction in the neighborhood where the PHA determines the housing is needed is less than the cost of
acquisition or acquisition and rehabilitation in such neighborhood.  The NOFA stated that every application
that includes new construction must be accompanied by a narrative and certification in Exhibit D.  The PHA
was required by the NOFA to provide a comparison of the cost of new construction and the cost of
acquisition of existing housing.  If the existing housing is insufficient, the PHA was expected to document the
claim of insufficient housing.  The PHA was also required to certify that the application is for new
construction but the PHA will accept acquisition of existing housing or acquisition with rehabilitation if HUD
determines that the PHA documentation is inadequate to support approval of new construction.  If the PHA
submits a certification that the PHA application is for new construction only, HUD procedures stated that
HUD will reject the application.

HUD awarded funds for new construction to two PHAs without the appropriate narrative and/or certification
in the application as required by the HOPE VI NOFA.

• Housing Authority of Baltimore City - Hollander Ridge.   The PHA submitted an application
for the new construction of 151 housing units.  The housing units will be a mix of single family,
semi-detached and row housing consisting of 3 bedrooms.  The families occupying the units have
the opportunity to purchase the units.  The estimated cost HOPE VI cost was $5.3 million.  The
PHA did not submit the NOFA required narratives and certifications in Exhibit D of their
application.

HUD review team detected the lack of narratives and certifications in Exhibit D as required in
the NOFA.  The HUD staff prepared the written notification of the defect in the application.  In
accordance with the established procedures the HUD staff called to alert the PHA that the written
notification was being sent.  The Director of the Housing Authority of Baltimore City contended
that the new construction narratives and certifications were not applicable to his program
because this was a homeownership program.  The HUD management staff discussed the
situation and decided not to accept the Housing Authority's claim that the narratives and
certifications were not needed.  The HUD staff allowed the Housing Authority to compete for
HOPE VI funds.  The PHA did not obtain sufficient points through the rating and ranking
process to obtain funding but using the NOFA procedure for Secretary's discretion, HUD chose
the Housing Authority's lower-rated application over a higher-rated application and awarded the
PHA $20 million.



Finding 5

Page 31 98-FO-101-0001

In our opinion, the HUD review team did not comply with the NOFA procedure for obtaining
correction of a  curable technical defect from the applicant.  To be in compliance with the NOFA
procedure, the HUD staff needed to send a written notification to the housing authority that the
lack of narrative and certifications represent a defect in their application and needed to be
corrected.  The homeownership program proposed by the housing authority was based on new
construction.  The 1937 Act Section 6(h) did not preclude any specific types of housing
programs.  The 1937 Act referred to any and all new construction.  The PHA had not presented
any legal evidence to justify that the homeownership program was not affected by the legislation. 
Since the appropriate narratives and certifications to support the new construction were not
submitted, the application is not eligible for the competition.  Since this is a defect classified as
curable in the NOFA the PHA should have been allowed 14 calendar days to correct the defect
by providing the appropriate narrative and certifications.

• San Francisco Housing Authority - North Beach Project.   The PHA submitted an application
for new construction of 355 units.  The PHA provided a certification for new construction only. 
HUD staff reviewed the PHA certification and accepted the certification.  In our opinion, the
HUD staff did not comply with the NOFA requirement when they accepted the PHA application
as-is because the certification did not comply with the NOFA requirement.  The NOFA specified
that the applicants needed to certify that the application was for new construction but they would
accept acquisition with rehabilitation if HUD determined the narrative in support of the new
construction application did not demonstrate the cost of new construction was less than
acquisition with rehabilitation.  However, the Housing Authority specified that they planned to
construct new housing and would not consider any other option.  The NOFA provided for this as
a curable technical defect.  HUD did not prepare a written notification of application defect to
allow the PHA the opportunity to modify their certification.
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Applicant for a Non-Competitive Award Did Not 
Demonstrate Compliance with Eligibility Requirements

Under the Gautreaux Consent Decree HUD is obligated to fund the development of 350 housing units within
the Chicago Housing Authority (CHA) jurisdiction.  To fulfill their obligation through the HOPE VI NOFA,
HUD designed a noncompetitive award process with exclusive eligibility requirements.  After receiving the
CHA application, HUD had sufficient information to determine the CHA application did not demonstrate
compliance with the NOFA eligibility requirements and was ineligible for funding.  Contrary to the NOFA
processing requirement, HUD awarded about $43 million to CHA to develop the 350 housing units.  Further,
HUD's funding decision is inequitable and unfair to the eventual low-income residents at the proposed
development.  Under the terms of this award HUD is not providing these low-income residents with funds for
the self-sufficiency component available to all other low-income residents.  The National Commission on
Severely Distressed Public Housing stated in their Final Report that any revitalization program of housing
rehabilitation without the associated self-sufficiency activities will eventually result in the accelerated
deterioration of the physical rehabilitation and management improvements.  Under these circumstances, the
investment in the revitalization will not be justified by the length of use of the structures.

NOFA Requirement for
Noncompetitive Award

The NOFA stated that in order to meet its obligations under the Gautreaux Consent Decree requiring HUD to
provide comparable relief when HUD cannot provide Section 8 New Construction assistance, HUD may
provide funding for up to 350 public housing replacement units to the CHA, provided that the funding will
fulfill an unsatisfied obligation under the Consent Decree to provide comparable relief, and provided, that the
CHA submits one or more applications for such public housing replacement units in response to this NOFA. 
In order to receive the replacement public housing units, the application shall state that it is submitted
pursuant to the preceding sentence and the application must satisfy all of the statutorily mandated
requirements of the NOFA.

Planned Activities
Discussed in the Application

The CHA submitted an application and requested about $43 million to be divided between Brooks Extension
and Henry Horner Development at about $24.5 and $18.5 million, respectively.  At the Brooks Extension, the
CHA planned to demolish high rise buildings containing 300 units and construct 200 mixed-income
replacement housing units with 54 of the replacement units being on-site and 146 units being off-site.  The
CHA planed to lease 50 percent of the units to very low-income families and the other 50 percent to families
earning between 50 and 80 percent of median income.  In Exhibit D, the CHA stated that a search of the
Multiple Listing Service indicates that the majority of lower end properties of detached single family and 2-4
units would require significant rehabilitation costs to meet Housing Quality Standards.  The CHA did not
discuss in the application the racial and economic impact on the surrounding neighborhood.

At the Henry Horner Homes, the CHA plans to construct 150 new dwelling units on-site and demolish four
high rise buildings.  The development is located in an industrial/commercial area and has contributed to the
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isolation of the residents.  Violent crime at Henry Horner is between 3 to 8 times higher than for the City of
Chicago as a whole.  The vacancy rate at the targeted development was 50 percent.  The CHA did not provide
the demographics concerning the racial and economic impact on the surrounding neighborhood.  The CHA
planned to lease 50 percent of the units to very low-income families and lease the rest of the units to low/mod
income families.

Application Contained
Noncurable Technical Defects

The CHA application did not comply with some of the NOFA noncompetitive eligibility requirements. 
Specifically, the CHA application did not provide assurances that HUD's obligation under the Gautreaux
Consent Decree would be fulfilled with the planned activities.  In addition, CHA did not certify, in accordance
with the statutory mandate for authorizing the start of construction, that 85 percent of the existing units meet
HUD's Housing Quality Standards or will after modernization.

The CHA application did not demonstrate that the funding of the development of the housing units will fulfill
HUD's obligation under the Gautreaux Consent Decree.  The CHA application stated that a revitalization
waiver will be sought under the Gautreaux Consent Decree for developing this replacement housing on the
site.  However, as of the date of the application deadline date of September 10, 1997 the CHA had not
requested the court for the necessary waiver.

The CHA application did not comply with all the statutory mandated requirements.  Specifically, the CHA
did not provide the certification required in Section 5 of the U.S. Housing Act of 1937.  The Act requires in
Section 5(j)(1) that the housing agency can certify that 85 percent of their dwelling units:  (i) are maintained
in substantial compliance with the housing quality standards;  (ii) will be so maintained upon completion of
modernization for which funding has been awarded;  or (iii) will be maintained upon completion of
modernization for which applications are pending that have been submitted in good faith under Section 14
and that there is a reasonable expectation as determined by the Secretary in writing that the application would
be approved.  In December 1995, the CHA reported to HUD that 67.5 percent of their units met Housing
Quality Standards and approximately 58 days were needed to correct each non-emergency Housing Quality
Standard violation.  The CHA 1996 modernization funding is $116 million but less than 25 percent of the
modernization funds are being spent on capital repairs, betterment and improvements.  The CHA spent the
remainder of the funds on; $60 million for security; $11 million for administration; $31 million in force
account for unit inspections, vacancy reduction repairs, labor to eliminate the backlog of work orders; and,
the rest on management and site improvements.

The NOFA defines curable and noncurable application defects.  The NOFA states that if HUD determines
that an application contains a technical mistake, such as an incorrect signatory, or is missing any other
information that does not affect the evaluation of the application, HUD may notify the applicant in writing
that the applicant has 14 calendar days from the date of HUD's written notification to correct an item.  An
applicant with a noncurable defect in its application is ineligible to participate in the rating ranking and
awards process for this HOPE VI NOFA.

In our opinion, the CHA's application did not demonstrate compliance with the noncompetitive eligibility
requirements and this is a noncurable defect.
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Lack of Support
Services for Residents

The HUD award is inequitable and unfair to the future residents of this targeted development.  The CHA plan
provided for after school programs, day care, education, job readiness and training, health care, substance
abuse counseling, and mental health counseling.  In Exhibit E CHA stated that only 8.7 percent of the
resident population is employed while only 10 percent of residents of the Henry Horner development are
employed.  The average Henry Horner family income is about $5,400 or 10 percent of the area median family
income.  The CHA's application contained letters of support for the planned activities.  The Salvation Army
Child Care Director stated that families living in these developments are in need of a broad base of support as
they move from "welfare to work."  Child care, job training for real jobs, and substance abuse programs are
just a few of the services that will be necessary if self-sufficiency is to be achieved.  The child care program is
a first step in meeting the needs of a child.  Additional steps -- supports are needed.  The Chairperson and the
Secretary of the Horner Resident Committee wrote in support of the CHA application also but expressed their
sadness that funding under the NOFA set-aside would not be made available to assist their comprehensive
self-sufficiency and empowerment initiative.

The CHA explained in the application that the self-sufficiency program is being in part donated by local
service providers as identified in Exhibit J and from a financing scheme.  The CHA's primary source of
revenue for the self-sufficiency program comes from a financing subterfuge that will require all vendors and
contractors to either hire residents for 10 percent of the contract amount or contribute 10 percent of contract
proceeds for resident training.  We estimate that the CHA may generate about $3 million from this scheme.
($33 million in construction costs times 10 percent).  The revenue generated from this scheme are not shown
on the Budget Summary sent to HUD in the application.

In our opinion, CHA's financing method and lack of accounting/budgeting disclosure is inappropriate. 
HUD's funding decision is unfair and inequitable and primarily responsible for the shortfall in self-sufficiency
funding.  The CHA application contained a self-sufficiency component as required for all applications. 
Under the terms of this NOFA award, HUD is not providing funds for the self sufficiency program.  The
NOFA requirement relating to support services states that the PHAs may use not more than 20 percent of the
funding awarded in each HOPE VI grant for self-sufficiency programs and related administrative expenses. 
For this award, the CHA could have obtained about $8 million for self-sufficiency activities. ($53 million
total budget times 80 percent equals $42 million housing revitalization budget)

The National Commission on Severely Distressed Public Housing stated in their "Final Report" issued in
August 1992 that there has been an especially marked increase in public housing households that have
incomes below 10 percent of median income, a key indicator of extreme economic disadvantage.  In 1981,
this group represented only 2.5 percent of the total public housing population, but by 1991 this figure had
increased to almost 20 percent.  There is a strong relationship between the income level of the residents of a
public housing development and the level of rehabilitation needs of the development.  The failure to meet the
needs of the people living in severely distressed public housing will eventually result in the failure of any
physical rehabilitation and housing management program.
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HUD Unnecessarily Condensed the Time Allotted
for Preparing and Reviewing Applications

Public Law 104-134, the Omnibus Consolidated Rescission and Appropriations Act, signed April 26, 1996
appropriated funds for the HOPE VI Program.  The Department was not required in this Public Law to
obligate the funds during Fiscal Year 1996.  HUD’s Assistant Secretary for Public and Indian Housing made
the decision to award the HOPE VI program funds by September 30, 1996.  To meet this goal, HUD
published the NOFA on July 22, 1996 and as a condition of eligibility, required applicants to submit an
application before 4 p.m. on September 10, 1996.  An applicant had 50 days to prepare their HOPE VI
application.  In our opinion, the adverse consequence of HUD's decision for some PHAs was that very low-
income family needs were not always given adequate consideration, partnerships were not established to
leverage support and resources, and revitalization activities were not planned as cost effectively as possible.

NOFA Eligibility Requirement for Submitting
an Application by a Specific Date and Time

The Department published the NOFA on July 22, 1996 and specified that the applications must be received
at HUD Headquarters before 4 p.m. on September 10 1996.

HUD Compressed time Allotted for
Preparing the Planned Activities

The HOPE VI timeframe for preparing an application was 90 percent or 45 days shorter in Fiscal Year 1996
than in Fiscal Year 1997.  The Omnibus Consolidated Rescissions and Appropriations Act of 1996 (Public
Law 104-134) did not require the HOPE VI funds to be awarded during the Fiscal Year 1996.  The 1996
Appropriations Act made significant changes to the HOPE VI Program by among other things, expanding
eligibility to all PHAs, requiring demolition as an element, requiring certain selection criteria, and eliminating
various restrictive features of previous Urban Revitalization Demonstration legislation.  HUD self-imposed
September 30, 1996 as the date for all HOPE VI funds to be obligated.  In order to complete the rating,
ranking, and award process by September 30, 1996, HUD required that applicants must submit their
applications by September 10, 1996 thereby allowing an applicant 50 days to prepare their application.  HUD
decisions accelerated the award process even though the Appropriations Act made significant changes in the
HOPE VI Program.  In Fiscal Year 1997 HUD published the NOFA on April 14, 1997 and established an
application deadline date on July 18, 1997 thereby allowing an applicant 96 days to prepare their application. 
A comparison of the different requirements are summarized in the following table.
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Comparison of Time Allowed in Fiscal Year 1996
and Fiscal Year 1997 to Prepare an Application  

BENCHMARKS

HOPE VI NOFA FOR FISCAL YEAR

1996 1997

NOFA Publication Date July 22, 1996 April 14, 1997

Application Deadline Date September 10, 1996 July 18, 1997

Days Elapsed by Month from NOFA July - 9 Days April - 16 Days
Publication August - 31 Days May -   31 Days
Date to Application September -10 Days June -  30 Days
Deadline Date July -  18 Days

TOTAL DAYS ELAPSED 50 Days 95 Days

Number of Days Difference
45 Days

Percent Difference 90%

PHAs Planned Activities
Are Not Cost Effective

HUD's decision to compress the time period for planning the revitalization may have resulted in some PHA
revitalization plans not being cost effective, as demonstrated in the following illustrations.

The Housing Authority of Baltimore City Hollander Ridge development is one example of an
ineffective cost revitalization plan.  Hollander Ridge consists of a total of 1,000 units, including 522
family units in 79 garden-style structures and a 19-story 478-unit high-rise for the elderly.  The
property was constructed circa 1974 and opened in 1976.  It was originally built as a modest-income
rental complex, but the agency took the property over when the developer had trouble completing
construction.  The Development is four miles from downtown Baltimore, but effectively cut off from
the rest of the city by Interstate 95.  Although technically a non-impacted site, it is an extremely
isolated location that is inconvenient to schools, churches, shopping, laundry facilities, and other
services.

The Housing Authority of Baltimore City submitted an application in response to the Fiscal Year
1996 NOFA for the HOPE VI Program.  The PHA estimated the hard costs for rehabilitating their
dwelling and nondwelling units and the associated capital equipment at $45,964 per unit.  The PHA
requested $40 million of HOPE VI funds and anticipated $52 million from private sources to
accomplish the following revitalization activities:  (1) demolish 284 existing low-rise buildings; 
(2) reconfigure 101 units in the high rise; (3) renovate 238 family rental units and 376 elderly units;
(4) construct 151 new single family houses; (5) provide site improvements to landscaping and
roadways;  (6) develop commercial retail along Pulaski Highway; (7) develop a campus of learning;
(8) create highly visible and safe pedestrian linkages; and (9) construct 2 day care facilities.
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The Omnibus Consolidated Reconciliation Act required that HUD conduct viability assessments for
projects of 300 or more units with a vacancy rate in excess of 10 percent.  The law requires that the
units be removed from the public inventory within 5 years if the public housing costs exceed those of
housing vouchers and if the long term viability of the property cannot be assured through a
reasonable revitalization plan.  The Hollander Ridge Development met the criteria stated in the
Appropriation Act.  HUD procured the services of the Abt Associates to conduct the viability
assessment on Hollander Ridge.

Abt Associates Inc. concluded that costs of operating Hollander Ridge development exceeded the
costs of comparable tenant-based assistance and that the long-term viability of the Hollander Ridge
development cannot be assured via a reasonable revitalization plan.  Abt Associates recommended
that Hollander Ridge be demolished and the property sold.  The Baltimore Housing Authority had the
Abt Associates study recommendations to demolish the buildings in the development before they
submitted their HOPE VI applications with planned activities for revitalizing the development. HUD
had the draft Abt Associates Inc. study before OPHI recommended to the Secretary to use his NOFA
prerogative to select a lower rated Baltimore application over a higher rated application.  The Abt
Associates recommendations were based on:

• Hollander Ridge does not provide a desirable living environment in the family units.

• The state of physical deterioration at Hollander Ridge requires a significant investment of
funds estimated at $37,000 a unit.  In addition it was estimated that the PHA will need to
invest $16 million in the property over the next 19 years to replace building systems as they
reach the end of their useful lives.  (NOTE: The PHA estimated $45,000 per unit for
rehabilitation activities.  The difference between the two estimates is probably related to the
premature replacement of capital equipment in the PHA plan.)

• The rental market is soft for lower end rentals.  Abt Associates are not confident of the
property's ability to draw even a small share of working households after modernization. 
Based on limited anecdotal evidence, existing residents do not appear to be strongly attached
to the site, and may prefer alternative housing.

• Discontinuation of the site in its public housing use would have no negative impact on the
surrounding community.

Other PHAs have a very high cost per unit for assisting all families but extremely high when the total
HUD assistance is related to very low-income families only.  At the Chicago Housing Authority the
PHA plans to construct 200 units at its Brooks Extension development for a total cost of about $24.5
million or $122,416 a unit.  However, the PHA plans to reserve only 100 units for the very low-
income families.  The cost for assisting only very low-income families at this project is $248,432 per
unit.  The New Orleans Housing Authority revitalization plan costs about $40 million in just HUD
funds.  All 240 families being assisted are very low-income and the cost per unit for the revitalization
plan activities is $166,667.  The Jacksonville Housing Authority plans to renovate 459 units for
about $21.5 million for $46,954 a unit.  However, only 152 units are reserved for very low-income
families.  The average cost per unit for very low-income families only is $141,789.

The short time allocated for planning the revitalization programs may have resulted in some PHAs not
selecting the development with the best opportunity for developing partnerships necessary to leverage in-kind
services and financial resources.  The NOFA stated that PHAs are encouraged to enter into partnership
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arrangements for the purposes of developing housing that fits into the community and is seen as an integral
part of the community.  HUD provided 10 bonus points in scoring an application if the application
demonstrates coordination with and supportive of the Strategic Plan for a federally designated Empowerment
Zone or Enterprise Community.  HUD even gave 4 points to an applicant just for the targeted development
being located in an Empowerment Zone or Enterprise Community without the applicant needing to
demonstrate that their revitalization plan was coordinated with the Strategic Plan.  Of the 42 PHAs awarded
HOPE VI funds in the competitive process by HUD, 8 PHAs or 19 percent of all PHAs awarded funds were
located in a Empowerment Zone or a Enterprise Community and their revitalization plans were coordinated
and supportive of the Strategic Plan for the Federally designated Empowerment Zone or Enterprise
Community.  Four other PHAs were located in an Empowerment Zone or Enterprise Community but did not
demonstrate that their HOPE VI plans were coordinated or supportive of the Strategic Plan.  As a result, 29
percent of the HOPE VI awards are with PHAs in partnership with the Empowerment Zones or Enterprise
Communities.

HUD's decision to provide an abbreviated planning period has resulted in the needs of the targeted
development and surrounding community not being considered.  For example, the Mayor of Chicago stated in
the cover letter to their application that "I am deeply concerned that the time afforded under the HOPE VI
NOFA has been insufficient to engage in the kind of thoughtful, comprehensive discussions that took place
for Cabrini Green and Henry Horner.  The applications that the CHA has prepared merit support but raise a
number of issues that we simply have not had the time to address thoughtfully.  First, the time constraints
imposed by the application period have not allowed us to develop plans for all four developments that truly
address their needs and those of their surrounding communities.  Further, my administration has not had the
opportunity to determine the potential cost to the city of the commitments sought of it under each of the
CHA's proposed plans."
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Recommendations

The following recommendations reflect consideration of the Department’s response to our draft report.  We
have revised some of our original recommendations to be more specific or to address events that have
occurred since issuance of the draft report.

We recommend that the Department:

1.a. Rescind the Fiscal Year 1996 HOPE VI Demolition and Revitalization grant awarded to the
Baltimore City Housing Authority.  In our opinion, this action is necessary to protect HUD's interest
and better achieve the goals of the HOPE VI Program in accordance with the Appropriations Act. 
Specifically, the Baltimore City Housing Authority HOPE VI grant for revitalization activities at the
Hollander Ridge development even though a consultant's recent viability assessment concluded that
the costs of operating Hollander Ridge development exceeded the costs of comparable tenant-based
assistance and that the long-term viability of the Hollander Ridge development cannot be assured via
a reasonable revitalization plan.  The Appropriations Act requires that units be removed from the
public inventory within five years if the public housing costs exceed those of housing vouchers and if
the long term viability of the property cannot be assured through a reasonable revitalization plan.  

2.a. Condition the grant agreements with the other PHAs not meeting eligibility criteria on the PHAs
completing specific activities, as required, to demonstrate compliance with NOFA eligibility
requirements.  HUD should direct the PHAs to:

• procure the services of an architect/engineering firm to assist the PHA in demonstrating that
units scheduled for demolition were not viable for rehabilitation, and units scheduled for
rehabilitation needed physical modification at a cost exceeding 62.5 percent of HUD's Total
Development Cost limits.

• conduct public meetings in accordance with NOFA criteria to discuss the Fiscal Year 1996
HOPE VI application and document comments from the residents of the targeted
development and surrounding community.

• If a PHA does not demonstrate compliance with the NOFA eligibility requirements, 
withdraw any Fiscal Year 1996 HOPE VI funding not obligated by the PHA and  distribute
such funds to one or more eligible PHAs in accordance with the Appropriations Act.   

3.a. Condition  HUD's noncompetitive grant agreement with the Chicago Housing Authority on the
housing authority demonstrating that its planned activities would fulfill HUD's obligation under the
Gautreaux Consent Decree and also that the housing authority has complied with the statutory
mandated requirements.  HUD should direct CHA to:

• provide the required revitalization waiver necessary under the Gautreaux Consent Decree for
developing replacement housing on the site.    

• provide certification that 85 percent of its existing units meet HUD's Housing Quality
Standards or will after modernization.
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With regard to the competitive funding process, we recommend the Department consider changing the
method for soliciting and processing applications and:

4.a. Publish the NOFA at the start of the fiscal year and leave it open until the Department
decides to suspend it.

4.b. Promote a competition where PHAs compete against national standards. The competition
standards could include such quantified factors as demolition of a profiled distressed
building, new construction in neighborhoods undergoing revitalization, cost efficient
revitalization, leveraged financing, and self-sufficiency activities.

4.c. Award funds to applicants based on first completed without defect until appropriated funds
are consumed.  The applications received and meeting the NOFA requirement would remain
active and be funded as more funds become available.

5.a. Change the forms used to obtain budget information from applicants.  The HOPE VI Program
funding is competitive and the budget needs to reflect the funding methodology.  The form needs to
require information on output measures such as: the number of families assisted, the cost per square
foot, the number of capital assets items being purchased, the anticipated asset utilization rate, the
estimated premature retirement of capital assets, and number of units lost due to reconfiguration. 
The Department can use this information quantifying the applicant's planned activities as a method to
measure the cost effectiveness of the revitalization strategy.
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Significant Issues
Needing Further Review

Potential Circumvention
of the HUD Reform Act

HUD awarded New York City Housing Authority a planning grant in Fiscal Year 1993 for $500,000 for the
target development identified as Beech 41st Street, and all $500,000 has been drawn down.  In 1995, HUD
awarded an implementation grant for $47,700,952 to the Housing Authority for the Beech 41st Street
development but none of the funds were drawn down.  Subsequently, the HOPE VI grant was reassigned from
the original development to Edgemere Development.  Edgemere Development has $15 million in
Comprehensive Grants funds available and $10 million of excess development funds.  Consequently, the
Housing Authority has about $73 million dollars for revitalization at Edgemere Development.  After the 1995
implementation grant was awarded, HUD and the Housing Authority discussed the implementation of the
planned activities and, as a result of these discussions, the reassignment of the grant funds occurred.  Further
review would be needed to determine whether the Department's actions provided the Housing Authority an
unfair competitive advantage over other Housing Agencies that competed for the HOPE VI NOFA for Fiscal
Year 1995 by allowing the Housing Authority to use one project for the competition and substitute another
project to use the funds, and to determine if the substitution of target developments has occurred with any
regularity.

Cost per Unit for Revitalization
Has Not Been Fairly Disclosed

The applicant statement on Source and Application of Budgeted Funds has not fairly disclosed the cost per
unit for revitalization.  The applicant budgets have estimate the budgeted expenses by line item for HOPE VI
funding, but have not always provided such detail for the funding from sources such as Section 8, tax credits,
donations, Community Development Block Grants, Comprehensive Grant Program, Comprehensive
Improvement Assistance Grants and other funds.  Some budgets contain aggregate amounts for the cost of
constructing the dwelling units without a breakout of the cost per line item.  The applicants have described
the amount of money to be spent on support services but not always the number of residents to be assisted. 
The applicants have acknowledge that moderate income families will be assisted but have not explained if
HOPE VI funding is subsidizing their housing.

Site and Neighborhood Standards
May Not Be Consistently Applied

Grantees under the HOPE VI Program must ensure that their revitalization proposals and replacement
housing plans for the targeted developments will avoid or lessen concentrations of very low-income families
by creating a mixed-income community or by expanding assisted housing opportunities in nonpoor and
nonminority neighborhoods.  Replacement of public housing units for public housing units demolished may
be built on the same site, or in the same neighborhood if the number of such replacement public housing units
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is significantly fewer than the number of public housing units demolished.  HUD has not established a
quantitative standard.  Instead, HUD will assess on a case-by-case basis the facts involved in each request.

Accuracy and Reliability of
Applicant Statements and
Financial Information Questioned

The 1937 Act directed the Secretary to establish the specific eligible cost items.  The Appropriations Act
stated that eligible costs for this NOFA are based on Section 14 of the 1937 Act.  One cost factor the
Secretary determined to be ineligible for funding is the premature replacement of capital assets.  The
applicants provided HUD with information about the cost of planned items that the Department used to
determine applicant eligibility for funding.  Some applicants provide financial information without any
explanation for the basis of the claims.  For example, the applicants were requested to provide the cost of
rehabilitation per unit as a percent of the Department's total development costs for new construction.  The
applicants provided a sentence or a sentence and a table stating the cost of rehabilitation as a percent of the
total development costs but did not explain the basis for the estimate.  The New York City Housing Authority
made the claim that the Exhibit B "Proposed Demolition and Disposition" did not apply to them because the
HUD Secretary had waived the NOFA requirement, but a search of the federal register did not locate any
waivers.  Review objectives would be to determine; the accuracy of statements made by applicants to
demonstrate compliance with the NOFA requirements, and the cost of premature replacement of capital
assets included in the rehabilitation estimate.
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List of Applicants Requesting HOPE VI Funds by Grant Category
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Summary of the Number and Dollar Value 
of Applications Submitted by Applicants
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List of Housing Agencies Awarded HOPE VI Grants 
Contrasted Against Funds Requested
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List of Applicants Awarded Grants That Did Not Demonstrate
Compliance with the HOPE VI NOFA Eligibility Requirements
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Other Issues Notes:

1 San Francisco Housing Authority’s new construction certification did not include the required
provision on cost effectiveness.  The NOFA defined this as a correctable defect but the PHA has not
initiated the corrective actions.

2 Chicago Housing Authority did not contain a certification that existing units were being maintained at
the Department's Housing Quality Standards.  HUD stated in the NOFA that the lack of this
certification was a noncurable defect resulting in the rejection of the application.

3 The Baltimore Housing Authority’s new construction certification did not contain the required
provision on cost effectiveness.  The NOFA defined this as a correctable defect but the PHA has not
initiated the corrective actions.

4 HUD staff initiated the action to correct a technical defect in the Chicago Housing Authority
application resulting in the PHA obtaining an award of $25 million that the PHA was not eligible to
obtain based on the applications as submitted.

5 The New York Housing Authority submitted portion of their application by facsimile.  The NOFA
requirement specified that HUD will accept only an original application.  This NOFA requirement was
defined as noncurable technical defect resulting in rejection of the application.

6 HUD set a limit for the cost of demolition at $15,000 per unit.  HUD awarded the Buffalo Housing
Authority a grant in excess of the maximum amount being allowed.

7 HUD staff initiated the action to correct a technical defect in the Ocala Housing Authority application
resulting in an award of $651,417 that the PHA was not eligible to obtain based on the application as
submitted.

8 HUD computed site restoration costs incorrectly.

9 The Newark Housing Authority did not submit the required documentation in their application.  The
NOFA requirement stated that if the documentation was not provided, the technical defect was defined
as noncurable and the application was to be rejected.
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Summary of Evaluation Factor Scoring

Applicants with Revitalization and Demolition Activities

EVALUATION FACTORS

EVALUATION FACTOR POINTS

MAXIMUM PERCENT
ALLOWED SCORED VARIANCE

Lesson Concentration 360 324 90%

Need for Demolition 450 405 90%
and Revitalization

Self-sufficiency 360 360 100%

Campus of Learners 180 76 42%

Positive Incentives 270 265 96%

Local and National Impact 450 322 72%

Community Support 360 330 92%

EZ-EC Bonus 180 36 21%

Need for Funding 360 295 82%

Program Quality 450 395 88%

Capacity 270 227 84%

Litigation 360 20 6%

COMPLIANCE INDEX 4,050 3,057 75%

Applicants with Demolition Activities Only

EVALUATION FACTORS

EVALUATION FACTOR POINTS

MAXIMUM PERCENT
ALLOWED SCORED VARIANCE

Need for Demolition 600 535 89%

Local-National Impact 600 390 65%

Partnerships 480 365 76%

EZ-EC Bonus 240 58 24%

Need for Funding 480 365 76%

Litigation 480 0 0%

COMPLIANCE INDEX 2,880 1,713 59%
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Summary of the HOPE VI NOFA Funding Allocation Procedure

Category A

PHAs that administer up to 2,500 public housing units.  PHAs in "Category A" may request a maximum
award of $15 million, in one or more applications, to demolish units, revitalize the site, and provide tenant
based assistance.  HUD planned to award at least 4 grants to PHAs in this Category or potentially $60
million.  Over 3,300 PHAs are eligible to submit applications in Category A.  62 applications were submitted
by 61 different PHAs.  HUD awarded HOPE VI grants to 6 of the 61 PHAs submitting applications in
Category A.
      
Category B

PHAs that administer from 2,501 to 10,000 public housing units.  PHAs in "Category B" may request a
maximum award of $30 million, in one or more applications, to demolish units, revitalize the site and provide
tenant based assistance.  HUD planned to award at least 4 grants to PHAs in this Category or potentially
$120 million.  Fifty-five PHAs are eligible to submit applications in this Category.  Thirty-five applications
were submitted by thirty-five different PHAs.  HUD awarded HOPE VI grants to 6 of the 35 PHAs
submitting applications in Category B.

Category C

PHAs that administer 10,001 or more public housing units.  PHAs in "Category C" may request a maximum
award of $40 million, in one or more applications, to demolish units, revitalize the site, and provide tenant
based assistance.  HUD planned to award at least 4 grants to PHAs in this Category or potentially $160
million.  12 PHAs are eligible to submit applications in Category C.  Sixteen applications were submitted by
eleven PHAs.  HUD awarded 8 HOPE VI grants to 6  of the 11 PHAs submitting applications in Category C.  

Category D

Each PHA, in addition to its Category A, B, and C application(s), may submit one application that requests
up to $10 million for demolition and relocation costs at a project for which it did not submit a Category A, B,
and, C application.  HUD planned to award a maximum of $76,784,000 to PHAs submitting applications for
demolition of obsolete buildings.  All 3,400 PHAs were eligible to submit one application for funding. 
Twenty-five applications were submitted by twenty-five PHAs.  Twenty-two PHAs submitted applications in
other categories.  HUD awarded 24 of the 25 PHAs HOPE VI grants.

Technical Assistance

HUD planned to use $3,216,000 to assist PHAs implement their revitalization activities.
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Noncompetitive

HUD planned to award the Chicago Housing Authority a grant equal to the cost of developing 350 units to
fulfill HUD's obligation under a court ordered consent decree.  The estimated amount was $40 million.  The
Chicago Housing Authority submitted one application.  HUD staff divided the one application into two
applications.  HUD awarded the Chicago Housing Authority $42,918,550 for the two applications.

Contingency

A total of $20,000,000 was not initially allocated among the various categories.
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List of Applicants Awarded Funds with Obsolescence Indicator
Test Results and Summary of Resources Consumed by Applicant

Summary of the Amount of Resources Being
Consumed by Eligible and Ineligible Applicants

 

RESOURCES CONSUMED
BY APPLICANTS FOR:

BASED ON FINANCING TEST: PLANED DOLLAR AMOUNT
APPLICANT ELIGIBILITY FOR AWARDED

DETERMINATION DEMOLITION PERCENT

UNITS

13 Eligible Applicants:
Cost of Remedying Obsolescence
Indicators Determined to  
be Greater than 90 Percent  of Total
Development Costs 5,089 $208,312,973 44%

15 Ineligible Applicants:
Cost of Remedying Obsolescence
Indicators Determined to be Less
than 90 Percent of
Total Development Costs 5,391 $200,750,913

16 Ineligible Applicants:
PHA did not Provide
Documentation on Cost of
Remedying Obsolescence Indicators

5,437 $68,720,114

SUBTOTAL FOR INELIGIBLE
APPLICANTS ONLY: 10,825 $269,471,027 56%

TOTAL RESOURCES
CONSUMED 15,917 $477,784,000 100%
BY THE 44 APPLICANTS:



Appendix G

Page 57 98-FO-101-0001



Appendix G

98-FO-101-0001 Page 58



Appendix H

Page 59 98-FO-101-0001

Summary of Cost Computations for Applicants Not
Meeting Minimum Rehabilitation Cost Requirement

Applicant:  Housing Authority City of Baltimore
Target Development:  Hollander Ridge
Grant Category:  C
Number of Units to Be Rehabilitated:  614

Computation of Average Cost Per Unit
for Total Development Cost 

at the Housing Authority of Baltimore City
  

(Multiply number 
of units by TDC 

per unit cost) TOTAL DEVELOPMENT COSTS

NUMBER OF UNITS PER UNIT TOTAL

E-0Bdrm; 71 units $47,950 $3,404,450

E-1Bdrm; 287 units $67,150 $19,272,050

R-1Bdrm; 24 units $66,900 $1,605,600

E-2Bdrm; 18 units $86,350 $1,554,300

R-2Bdrm; 48 units $82,900 $3,979,200

R-3Bdrm; 99 units $101,150 $10,013,850

R-4Bdrm; 39 units $122,450 $4,775,550

R-5Bdrm; 20 units $133,100 $2,662,000

R-6Bdrm; 8 units $146,350 $1,170,800

614 units $48,437,800

AVERAGE TDC PER UNIT: $78,889



Appendix H

98-FO-101-0001 Page 60

Computation of Average Cost Per Unit
for Hard Cost of Rehabilitation

at the Housing Authority of Baltimore City

ACCOUNT PHA ESTIMATED HARD 
NUMBER ACCOUNT TITLE COST FOR REHABILITATION

1460 Dwelling Structure $26,942,000

1470 Nondwelling Building $1,280,000

TOTAL: $28,222,000

AVERAGE PER UNIT OF HARD COSTS $45,964

Minimum Rehabilitation Cost Eligibility Determination
at the Housing Authority of Baltimore City

Average Per Unit of Total
Development Cost: $78,889

PHA Estimated Average
Per Unit of Hard Cost
for Rehabilitation: $45,964

RATIO: 58.26%

Application is ineligible for the competition because average rehabilitation costs per
unit is 
less than 62.5% of the Total Development Costs. 

OPHI computed the average hard costs of rehabilitation  by using expenditures financed from HOPE VI
funds, money from tax credits, and funds from mortgage bonds. The average hard cost per unit with costs
from all sources was over $118,937 per dwelling unit for 238 low-rise units and $87,325 per dwelling unit
for the 376 high rise units.  The OPHI determined that the applicant complied with the HOPE VI NOFA
minimum rehabilitation costs eligibility requirement because rehabilitation expenditures from all sources
exceed 62.5 percent of HUD’s TDC limit  

OIG’s computation did not include the funds from tax credits and mortgage bonds because the eligible
funding and costs are derived from HUD funding and associated expenditures of these funds.  

OPHI’s computation as presented deviates from the method prescribed in the Comprehensive Grant Program
Handbook 7485.3.  The HUD computation compares HUD funding against expenditures paid for with HUD
funds.  OPHI increased rehabilitation expenses by the amount paid for by other funding sources.
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Applicant:  Housing Authority of New Orleans
Target Development:  Saint Thomas
Grant Category:  C
Number of Units to Be Rehabilitated:  200

Computation of Average Cost Per Unit
at Total Development Cost Limits

for the Housing Authority of New Orleans

(Multiply number of units by
TDC
per unit cost) TOTAL DEVELOPMENT COSTS

NUMBER OF UNITS PER UNIT TOTAL

R-3Bdrm; 200 units $84,300 $16,860,000

AVERAGE TDC PER UNIT $84,300

Computation of Average Cost Per Unit
for Hard Cost of Rehabilitating 200 units
at the Housing Authority of New Orleans

ACCOUNT COSTS ALLOCATED FOR
NUMBER ACCOUNT TITLE REHABILITATION ONLY *

PHA ESTIMATED HARD  

1450 Site Improvements $1,540,800

1465.1 Nondwelling Equipment $4,173,000

1460 Dwelling Structure $513,600

1470 Nondwelling Building $141,240

1475 Nondwelling Equipment $77,040

TOTAL: $6,445,680

AVERAGE PER UNIT OF HARD COSTS: $32,228

*  PHA budget estimate for hard costs was a combination of both new construction and rehabilitation.  The
budget contained an estimate that rehabilitation was 25.68% of the total hard cost estimate.  The OIG applied
the percent of rehabilitation estimated costs to the total hard cost estimate to derive the estimated
rehabilitation cost.
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Minimum Rehabilitation Cost Eligibility Determination
for 200 units at the Housing Authority of New Orleans

Average Per Unit of Total
Development Cost: $84,300

PHA Estimated Average
Per Unit of Hard Cost
for Rehabilitation: $32,228

RATIO: 38.23%

Application is ineligible for the competition
because average rehabilitation costs per unit
is less than 62.5% of Total Development Costs.

The OPHI reviewed the applicants sources and uses Statement in their application and used the numbers
provided by the applicant to justify meeting the NOFA's minimum rehabilitation cost eligibility requirement. 
The applicant stated their hard costs at $87,742.  This includes funds from HOPE VI as well as funds from
some city fund, private donations, mortgage revenue bonds, and syndication of tax credits.  The TDC was
$84,300 so the OPHI decided that the PHA had properly established documentation to show that the PHA
complied with the minimum rehabilitation cost eligibility requirement.

The OPHI computation did not follow the method prescribed in HUD Comprehensive Grant Program
Handbook 7485.3.  The HUD prescribed computation is a comparison of HUD funding against expenses
paid from HUD funding.  When the OPHI established the hard cost of rehabilitation they included expenses
paid from all sources; i.e. mortgage revenue bond, the syndication of tax credits, city financing, and private
donations.  This overstated the rehabilitation costs resulting in OPHI incorrect determination.  
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Applicant:  New York City Housing Authority
Target Development:  Arverne Houses
Grant Category:  C
Number of Units to Be Rehabilitated:  418

Computation of Average Cost Per Unit
of Total Development Cost

at New York City Housing Authority

(Multiply number of units by per unit of
Total Development Costs) TOTAL DEVELOPMENT COSTS

NUMBER OF UNITS
TO BE REHABILITATED PER UNIT TOTAL

HR-0Bdrm; 2 Units $71,600 $143,200

HR-1Bdrm; 106 Units $100,250 $10,626,500

HR-2Bdrm; 310 Units $128,900 $39,959,000

418 Units $50,728,700

AVERAGE COST PER UNIT $121,361

Computation of Average Cost Per Unit
for Hard Cost of Rehabilitation

at New York City Housing Authority

BUDGET HARD COSTS FOR
ACCOUNT ACCOUNT TITLE REHABILITATION

PHA ESTIMATED

1450 Site Improvements $424,800

1460 Dwelling Structures $26,777,740

1465.1 Dwelling Equipment $986,480

1470 Nondwelling Building $1,615,321

TOTAL $29,804,341

AVERAGE PER UNIT OF HARD COSTS $71,302
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Minimum Rehabilitation Cost Eligibility Requirement
at the New York City Housing Authority

Average Per Unit of Total
Development Cost: $121,361

PHA Estimated Average Per
Unit of Hard Costs
for Rehabilitation: $71,302

RATIO: 58.75%

Applicant is ineligible for the competition
because the average rehabilitation costs per
unit is less than 62.5% of Total Development Cost

OPHI decided that the PHA did meet the minimum rehabilitation cost eligibility requirement.  The OPHI
determination is summarized in the following table.

PHA requested HOPE VI funds $40,000,000

Funds from other sources $1,978,254

Estimated Cost of Project Revitalization  $41,978,254

Less: Management Improvements $8,000,000

Subtotal $33,978,254

Divide Subtotal by 461 Units to 
Determine Average Per Unit Hard Costs

OPHI Determined Hard Cost: $81,288

The difference between the OPHI determined Hard Costs and OIG determined Hard Costs is $4,173,913
($33,978,254 minus $29,804,341).  The OIG did not include the $2,173,913 the PHA budgeted for Budget
Account 1410 Administration and Budget Account 1430 Fees.  These two Budget Accounts are not
considered Hard Costs in the HUD Handbook 7485.3 and consequently were excluded from the computation. 
The PHA stated in their budget narrative that $2 million of non-HOPE VI funds will provide for upgrade of
community space and open space.  However, the budget accounts and the sources and uses of funds do not
include the amount identified in the narrative.  The OIG excluded this $2 million (OPHI  used $1,978,254)
because the PHA did not charge the $2 million to a specific budget line and did not document the costs were
related to hard cost activities.  As a result, the ratio of rehabilitation costs to TDC is about 59 percent and the
development is ineligible to participate in the competition.
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OPHI awarded funds to two other PHAs without the documentation being available in the application to
demonstrate compliance with the minimum rehabilitation cost estimate.  OPHI did not specify a specific place
in the application for the applicant to demonstrate compliance with the minimum rehabilitation cost
requirement.  The most likely places in the application for an applicant to document compliance are located
in:  Exhibit A "Statement of Objectives and Goals ; Exhibit B paragraph 3. "Physical Indicators of
Obsolescence"; Exhibit C "Physical Description of Revitalization Plan"; Exhibit D "Applications for New
Construction"; and, Exhibit K "Program Financing and sustainability".  As discussed above to compute the
ratio to determine compliance with the minimum rehabilitation cost eligibility requirement the factors needed
are: housing type; i.e. row, detached, high rise, or walk-up; Bedroom size such as 1 bedroom or 2 bedroom
etc.; the number of bedrooms; the estimated cost of rehabilitation within budget accounts; HUD's published
TDC limits for fiscal year 1996 by building type and unit size.  The two applicants did not provide one or
more of the factors needed to compute the ratio in their application.  The specific defect(s) in each of the two
applications is described in the following paragraphs.

The Housing Authority of Kansas City MO submitted an application for constructing 24 new units on-
site and rehabilitating 149 units at the Theron B. Watkins and Wayne Minor Developments.  The
applicant did not present in their application the results of their computation on the ratio of average per
unit of hard costs of rehabilitation to HUD TDC limits.  The HUD Final Review Board could not
independently compute the eligibility ratio because the applicant did not supply information on the
factors needed to compute the ratio.  The missing factors were the; building type, bedroom size, and
number of units associated with the building type and bedroom size.  The applicant did not document
compliance with the eligibility test and the Final Review Board had the justification to reject the
application from the competition.   

The Chester Housing Authority submitted an application for constructing 70 new units on-site and
rehabilitating 80 units at the Lamokin Village Development.  The applicant did not present in the
application the results of their computation of the ratio on the average per unit of hard costs of
rehabilitation to HUD's TDC limits.  The HUD Final Review Board cannot independently compute the
eligibility ratio because applicant did not supply information in their application on the factors needed
to independently compute the ratio.  The missing factors were: the cost of rehabilitation, the number of
bedroom units by bedroom size, and the building type.  The applicant did not document compliance
with the eligibility test and the Final Review Board had the justification to reject the application from
the competition.
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List of Applicants Awarded Funds That Did Not Conduct
Public Meetings in Accordance with the NOFA Requirement

GRANT HOUSING AGENCY PUBLIC HOPE VI
TYPE AND DEVELOPMENT MEETING AWARD

TYPE OF

A Wilmington; Jervay Place Residents $11,620,655

B Pittsburgh; Bedford Additions Residents $26,592,764

B San Francisco; North Beach Residents $20,000,000

B Detroit; Herman Gardens Planning $24,224,160

C Baltimore; Hollander Ridge Resident $20,000,000

C Chicago; Robert Taylor Planning $25,000,000

C New York; Edgemere/Arverne Resident $20,000,000

D Memphis; Foote Homes None $4,542,867

D San Antonio; Menchaca Homes None $840,726

D Baltimore; Fairfield Homes None $2,500,000

D Newark; Hayes Homes None $9,010,400

TOTALS: 11 PHAs 164,331,572.00
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List of Applicants by Grant Category Contrasting the
Amount of Funds Requested to Amount Awarded

Category A, B, and C Applicants

NAME OF PHA PHA FUNDING HUD
REQUEST AWARD

DIFFERENCE

PERCENT DOLLAR
CHANGE AMOUNT

Pittsburgh $29,915,000 $26,592,764 11% $3,322,236

Chester $14,999,554 $14,949,554 3% $50,000

Holyoke $15,000,000 $15,000,000 0% NONE

Spartanburg $14,967,869 $14,620,369 2% $347,500

Cleveland $40,000,000 $29,733,334 26% $10,266,666

Chicago $25,000,000 $25,000,000 0% NONE

Louisville $30,000,000 $20,000,000 33% $10,000,000

Jacksonville $24,951,000 $21,552,000 14% $3,399,000

Atlanta $25,000,000 $20,000,000 20% $5,000,000

San Francisco $30,000,000 $20,000,000 33% $10,000,000

Tuscon $15,000,000 $14,600,000 3% $400,000

Charlotte $29,535,103 $24,501,684 17% $5,033,419

Detroit $30,000,000 $24,224,160 19% $5,775,840

Wilmington $15,000,000 $11,620,655 23% $3,379,345

New Orleans $40,000,000 $25,000,000 38% $15,000,000

Kansas City $15,000,000 $13,000,000 13% $2,000,000

Baltimore $40,000,000 $20,000,000 50% $20,000,000

New York City $40,000,000 $20,000,000 50% $20,000,000

Chicago $18,435,300 $18,435,300 0% NONE

Chicago $24,483,250 $24,483,250 0% NONE

TOTALS: $517,287,076 $403,313,070 22% $113,974,006
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Category D Applicants

PHA NAME REQUEST AWARD
PHA FUNDING HUD

DIFFERENCE AS:

PERCENT DOLLAR
CHANGE AMOUNT

Detroit $10,000,000 $10,000,000 0% NONE

Pittsburgh $8,140,000 $8,140,000 0% NONE

Baltimore $2,500,000 $2,500,000 0% NONE

Tacoma $2,105,320 $1,757,940 16.50% $347,380

Buffalo $10,000,000 $6,304,000 36.96% $3,696,000

East St. Louis $1,000,000 $1,000,000 0% NONE

Chester $1,303,004 $839,860 35.54% $463,144

Atlanta $10,000,000 $9,720,520 2.79% $279,480

Saginaw $2,200,000 $1,413,200 35.76% $786,800

Saint Louis $3,210,600 $675,000 78.97% $2,535,600

San Francisco $518,000 $360,000 30.50% $158,000

Seattle $1,741,582 $788,570 54.72% $953,012

Hartford $10,000,000 $5,025,000 49.75% $4,975,000

Washington DC $4,863,018 $1,995,000 58.97% $2,868,018

Ocala $1,642,957 $1,642,957 0% NONE

New Haven $7,021,350 $1,380,000 80% $5,641,350

Newark $9,911,484 $9,010,400 9.09% $901,084

Paterson $2,280,000 $2,047,000 10.21% $233,000

Savannah $2,336,140 $2,336,140 0% NONE

Tampa $1,000,000 $873,000 12.70% $127,000

Pueblo $459,000 $109,550 76.13% $349,450

Columbia $268,000 $169,200 36.86% $98,800

Memphis $4,955,000 $4,542,867 8.31% $412,133

San Antonio $861,700 $840,726 2.43% $20,974

TOTALS: $98,317,155 $73,470,930 25% $24,846,225
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List of Applicants Not Providing
Adequate Disclosure on HUD Funding

PHAs NOT PROVIDING HUD FUNDING REDUCTION
REQUIRED FISCAL DATA ON
TARGETED DEVELOPMENT AMOUNT PERCENT

San Francisco $10,000,000 33%

Detroit $5,775,840 19%

New Orleans $15,000,000 38%

Baltimore $20,000,000 50%

New York $20,000,000 50%

Tacoma $347,380 17%

Buffalo $3,696,000 37%

Saint Louis $2,535,600 79%

New Haven $5,641,350 80%

Newark $901,084 8%

Memphis $412,133 8%

San Antonio $20,974 2%

TOTALS: $84,330,361

TOTAL HUD REDUCTION FOR 
34 APPLICANTS: $138,820,231

PERCENT OF TOTAL 
REDUCTION ATTRIBUTED TO
PHAs WITHOUT FISCAL DATA 61%


